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e eae... 


The Price of Success ae 


What is it that brings one man success in lie, and medocrity or 
failure to his brother? it can’t be mental capacity. here is not inat 
difference in our mentalities. 

The answer is, some men succeed because they cheerfully pay the “price 
of success” while others, though they claim ambition and a desire to 
succeed, are unwilling to pay that price. 


The Method... 





The Price of Success is . . « 








To use all your courage to force your- 
self to concentrate on the problem in 
hand; to think of it deeply and 
constantly; to study it from all angles, 
and to plan ahead. 

To have a high and sustained deter- 
mination to achieve what you plan to 
accomplish, not only when conditions 
are favourable to its accomplishment, 
but in spite of all adverse circum- 
stances which may arise. 

Hard? Of course. That’s why so 
many men never reach for success, 
but yield instead to the siren call of 
the rut, and remain on the beaten 
paths that are for beaten men. Nothing 
of note has ever been achieved with- 
out constant endeavour, some pain 
and ceaseless application of the lash 
of ambition. That’s the Price of 
Success 


Every man should ask himself: Am I 
willing to endure the effort of this 
the rewards and the 
with achievement? 


struggle for 
glory that go 
If you are willing to pay the price of 
Hemingway Robertson 
Institute can help by supplying the 
knowledge of business fundamentals 
that is necessary for well-rounded 
execulive competence. 

Since the first organized training in 
Management began in 1903, H.R.I. 
and their associates overseas have been 
intimately associated with training for 
management and the development of 
‘top’ executives. As a result, some 
thousands of ambitious men and 


success, the 


women have benefited from the Career 
Training service of the Institute, and 
they, today, constitute a great propor- 
men 


tion of our leading business 


and industrialists. 
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HOLDING COMPANIES 


G. E. 


(The Fifth Commonwealth Institute of Accountants 


FITZGERALD, B.A., 


B.COM., F.1.C.A 


Annual Research Lecture 


delivered in the University of Queensland on 6th September, 1950) 


I feel that no apology is needed for the 
subject selected for this lecture in view 
of the increasing popularity of the holding 
company form of organization, the account- 


MEANING OF 


I think we should 
defining the 


give 
term 


At the outset, 
some consideration to 
‘holding company.”’ 

Bonbright & Means! say 
generally accepted definition of the term. 
Considered in the broadest sense, it could 
include any company which holds shares in 
any other company. But usually the term 
is narrowed to include only those com- 
panies whose shareholding is sufficient to 
enable them to exercise control over other 
companies, so that companies holding 
shares as investments do not come within 
this definition. 

There are also other aspects of the term 
concerning which there is no _ general 
agreement. Some writers apply it only to 
those companies that actually exercise con- 
trol, while others make ‘‘ability to control, 
rather than its actual exercise the deciding 
factor.’’ The word ‘‘control’’ also is open 
to different interpretations. Should it be 
applied only when the shareholding is suffi- 
cient to enable the company to elect all or 
a majority of the board-of directors, or 
should it include the case pf a company 
which exercises a material influence over 
the policy of another company through an 
‘“‘influential minority’’ shareholding? In 
the United States of America the term is 


J. C. Bonbright & G. Cc Means, The Holding 
Company. 


‘there is no 


” 


ing and other problems related thereto, and 
the inadequacy of the legislation in so 
many of the Australian States. 


THE TERM 


restricted by some writers to companies 
that do not directly carry on trading opera- 
but merely control other companies 
shareholdings; the term ‘‘ parent 
company’’ being applied to those com- 
panies that carry on trading operations 
and also hold a controlling interest in 
other companies. 

The definition advocated by Bonbright 
& Means is: ‘‘Any company, incorporated 
or unincorporated, which is in a position to 
control, or materially to influence, the man- 
agement of one or more other companies by 
virtue, in part at least, of its ownership of 
securities in the other company or com- 
panies.’’ 

It will be noticed that this definition 
adopts ability to control as the determining 
factor, and includes companies that are 
able ‘‘materially to influence’’ the*policies 
of other companies although holding only 
a minority interest in the share capital. 

This is a wider meaning than that ap- 
plied by the statutes in England and Aus- 
tralia. The English Companies Act 1948, 
after first defining subsidiary company, 
defines a holding company by saying that 
‘‘a company shall be deemed to be 
another’s holding company if, but only if, 
that other is its subsidiary.’’ Subject to 
certain provisos, the Act states that a com- 
pany is a subsidiary of another if: 


tions, 
through 
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Holding Companies—continued 

‘‘(a) that other either— 

(i) is a member of it and controls 
the composition of its board 
of directors; or 

(ii) holds more than half in 
nominal value of its equity 
share capital; or 

(b) the first mentioned company is a 
subsidiary of any company which 
is that other’s subsidiary.’’ ? 

The Victorian Companies Act 1938 de- 
fines a holding company merely by in- 
ference, one section reading ‘‘where a com- 
pany (in this section referred to as ‘the 
holding company’) holds shares—in a sub- 
sidiary company,’’ and the next section 
defining a subsidiary company as follows: 

‘*(1) Where the assets of a company 
consist directly or indirectly in whole or in 
part of shares in another company 
(whether that other company is a company 
within the meaning of this Part or not) 
held directly, or through a nominee, or 
through another company (whether a com- 
pany within the meaning of this Part or 
not) the majority of whose shares the hold- 
ing company holds directly or indirectly, 
and— 

(a) the amount of the shares so held 
is at the time when the accounts 
of the holding company are made 
up more than Fifty per centum 
of the issued share capital of any 
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such other company or such as to 
entitle the company to more than 
Fifty per centum of the voting 
power in any such other com- 
pany; or 
the company has power (not 
being power vested in it by virtue 
only of the provisions of a secur- 
ity or by virtue of shares issued to 
it for the purpose in pursuance of 
those provisions) directly or in- 
directly to nominate or appoint 
the majority of the directors of 
any such other company— 
every such other company shall be deemed 
to be a subsidiary company within the 
meaning of this Part and the expression 
‘subsidiary company’ in this Part means 
a company in the case of which the condi- 
tions of this section are satisfied.’’ * 

It will thus be seen that the main differ- 
ence between the legal definitions in Eng- 
land and Australia on the one hand, and 
that used by Bonbright & Means on the 
other, centres around the degree of control 
considered necessary to constitute a hold- 
ing company. In actual practice an effec- 
tive working control over the policies of 
other companies may be exercised by a 
company holding even a minority share in- 
terest in those companies, and many large 
holding company organizations in the 
United States of America exercise control 
over affiliated companies in that way. 


ORIGIN OF THE HOLDING COMPANY 


The origin of the holding company is te 
be found in America, and it has.a longer 
history than is generally realised. The first 
example goes back to 1832, when the Balti- 
more and Ohio Railroad Company was 
authorised by the State of Maryland to 
subseribe for stock in the Washington 
Branch Road. By acquiring two-thirds of 
the stock of the latter company it became 
the first holding company of which we have 
any record. Later, in 1846 and subsequent 
years, it obtained authority from the State 
to acquire interests in other railroad com- 
panies. 

Other early examples of companies 
acquiring a controlling interest in other 
companies are The Pennsylvania Railroad 
Company in 1853, Chicago and North 
Western Railway, and Western Union 





?Section 154 (1). 


Telegraph Company, 1864. 


These com- 
panies were specially authorised by State 
Legislatures to acquire shares in other 
companies, and all were both operating 
and holding companies. 


The first pure holding companies—that 
is companies which did not themselves 
earry on trading operations—are to be 
found in Pennsylvania, where, between 
1868 and 1872, 40 corporations were char- 
tered by special Acts of the Legislature. 
As a result of the public scandal that arose 
from the granting of these charters, the 
Constitution of Pennsylvania was amended 
in 1874, depriving the General Assembly 
of the power to pass special laws ‘‘ creating 
corporations or amending, renewing or ex- 
tending the charters thereof.’’ 





*Seetion 126. 
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Holding Companies—continued 

Historically, these Pennsylvanian com- 
panies are interesting because by their 
charters they were granted ‘‘unrestricted 
powers which were not then generally re- 
garded by either the courts, the legisla- 
tures, or the public, as powers suitable to 
a corporation.’’* Despite the instances 
that have been mentioned, the holding com- 
pany was an unusual form of combination 
even in America before the twentieth cen- 
tury, for the device was viewed with sus- 
picion both at common law and by public 
opinion. 

Prior to the development of the holding 
company, two other forms of business com- 
bination were used in the United States of 
America: the pool and the trust. 

The pool was a popular form from about 
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the 1870’s to the ‘nineties, when it de- 
clined in favour because it involved agree- 
ments which were unenforceable in law 
and which might have been regarded as 
contrary to the anti-trust laws. 

The first recorded trust was the widely- 
known Standard Oil Trust, formed in 1879 
and dissolved by the Ohio courts in 1890. 

Thereafter the only alternatives that re- 
mained were confederation through a 
‘community of interests,’’ loose and in- 
formal and consequently weak and easily 
broken; or straight out amalgamation, 
which it was then considered did not vio- 
late the anti-trust laws. 

But ‘‘the greater difficulties involved in 
effecting outright fusion made this a much 
less feasible choice than the outlawed 
trust.’’® 


DEVELOPMENT OF THE HOLDING COMPANY 


(a) In the United States of America 


It was generally considered that a com- 
pany had no legal power to hold shares in 
another company, except as the result of 
specifie legislation. The early holding com- 
panies previously referred to were all 
granted specific charters by State Legis- 
latures, but prior to 1888 no State specifi- 
cally empowered a company registered 
under the general incorporation laws to 
hold shares in any other company. In that 
year, the State of New Jersey, being 
anxious to inerease its revenue, made legis- 
lative provision permitting any company 
incorporated in that State to own shares 
in any other company; this provision at- 
tracted promoters to incorporate in New 
Jersey, and other States soon followed the 
example. 

This legislation provided the machinery 
for the formation of the holding company, 
which had all the advantages of the trust 
without the legal objections, but, appar- 
ently through fear that it might be out- 
lawed as a device for maintaining mon- 
opoly, the holding company device was 
little used until early in this century. Of 
41 important industrial consolidations 
registered in 1898-9, only six were holding 
companies (including the Standard Oil 
Company) ; in the next four years 16 of 29 
important combinations registered were 
holding companies. 





‘J. C. Bonbright & Means, p. 61. 
5° J. C. Bonbright & Means, p. 68. 


Despite the legislative provisions for in- 
corporation, this form of organization en- 
countered many legal obstacles early in the 
century. Successful anti-trust prosecutions 
against monopolies checked their develop- 
ment, and an Act passed in 1914 (the Clay- 
ton Act) virtually outlawed them where 
lessening of competition in interstate com- 
merce was involved. 

However, the Clayton Act has not always 
been interpreted by the courts unfavour- 
ably to the holding company, while many 
such combinations have been formed not 
with the aim of monopolizing an industry, 
but of extending an organization into allied 
or complementary enterprise. To-day the 
holding company is the most popular form 
of business combination in America—it 
‘‘has now become such an essential part of 
the structure of large-scale business that its 
abolition would be serious, if not fatal, to 
the effectiveness of American industry.’’ ® 


(b) In England 


In England, holding companies are of 
more recent growth, and apparently were 
either unknown or little used prior to the 
First World War. The first recorded con- 
sideration of them by members of an ac- 
countaney body was in December, 1922, 
when the late Sir Gilbert Garnsey read a 
paper before the London members of the 
Institute of Chartered Accountants; this 





°* Bonbright & Means. 
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Holding Companies—continned 
was later expanded and published in Sep- 
tember, 1923, as the first English text-book 
on the subject. In the preface to another 
text-book published in 1927, the author 
says: ‘‘The subject of holding companies’ 
accounts is so comparatively new that few 
accountants in England at the moment 
have really settled notions thereon.’’ * 
They have since made rapid growth, and 
extensive provisions were included in the 
Companies Act of 1947 relating to the pub- 
lished financial statements of these com- 
panies. 


(c) In Australia 

In Australia it is only in the last 25 
years that this form of organization has 
attracted attention, although the first evi- 
dence of such a combination operating in 
Australia is much earlier. The British 
Tobacco Company (Australia) Ltd., 
formed in England in 1904 and controlling 
The British Australasian Tobacco Co. Pty. 


ORGANIZATION 


(a) Formation of a Holding Company 


A holding company may be formed for 
the purpose of merging some existing busi- 
nesses with a view to effecting economies 
in operation, eliminating competition, en- 
suring a supply of raw materials, or for 
other reasons. 

Businesses in the same trade with the 
same objects are frequently merged to 
obtain a bigger business and to eliminate 
wasteful competition; such an amalgama- 
tion is referred to as lateral expansion, and 
there are very wide limits within which 
efficiency may be increased and economies 
effected by this course. But expansion may 
also be carried out vertically; that is be- 
tween organizations not in competition, but 
carrying on businesses complementary in 
nature, as, for example, where a manufac- 
turing business is merged with an organiza- 
tion producing materials used in the course 
of its manufacturing operations, or with a 
distributing organization which markets 
the manufactured products. 

The merger is effected either by the 
formation of a new company which ae- 
quires all, or a majority interest in, the 
shares of the operating companies; or by 


Simons, Holding Companies. 


eB 
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Ltd., W. D. & H. O. Wills (Australia) 
Ltd., The States Tobacco Co. Pty. Ltd., 
Kronheimer Ltd., and The Australian 
Tobacco Co. Ltd., appears to have been the 
first holding company operating in Aus- 
tralia. It was followed in 1910 by Henry 
Jones Co-operative Ltd., and later by 
Howard Smith Co. Ltd., which became a 
holding company in 1912, when Australian 
Steamships Ltd. was registered as a sub- 
sidiary company. 

The extent of the growth of holding com- 
panies in Australia during recent years 
may be evidenced by the large increase in 
such companies included in the list of the 
Stock Exchange of Melbourne. In 1945 
there were 60 such companies, with total 
shareholders’ funds of £106,000,000, listed ; 
by 1949 the number had grown to such an 
extent that of 500 companies listed by the 
Exchange 200 were holding companies, and 
their combined paid-up capital exceeded 
£215,000,000. The remainder included 
several subsidiaries of the 200. 


AND CONTROL 


one of the companies to the merger becom- 
ing the parent company and acquiring a 
controlling interest in the other company 
or companies, which then become subsidi- 
aries. Both methods are satisfactory, and 
the selection of either will depend entirely 
on the circumstances of the particular 
case. Advantages and disadvantages of the 
two methods are discussed by Cutforth.® 

One important matter to be determined 
is What shares will need to be acquired in 
order to gain control. This will depend 
upon the capital structure of the company 
being acquired and the voting rights of the 
different classes of shareholders. In many 
companies preference shareholders have 
voting rights only when their dividends 
are in arrear, but in some cases they have 
the same voting rights as ordinary share- 
holders. Effective working control of a 
company may be obtained by acquiring 
anything more than 50% of the voting 
power, though in order to pass special and 
extraordinary resolutions a three-quarters 
majority is usually necessary. Unless the 
minority shares are closely held by a few 
people, a shareholder holding a_ bare 
majority of shares will not find it difficult 


*A. E. Cutforth, Methods of Amalgamation. 




















* 
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Holding Companies—continued 


to obtain sufficient support from other 
shareholders to carry an extraordinary or 
special resolution approving any reason- 
able proposition. Shares in subsidiary com- 
panies may be acquired either by the hold- 
ing company paying for them in cash or 
by issuing its own shares in exchange for 
those of the subsidiary; the latter method 
is often preferred, because it is a simple 
way of financing the purchase. 

Although effective working control may 
be exercised by owning a bare majority of 
shares in a subsidiary company, there may 
be circumstances which render it desirable 
for the holding company to acquire all the 
shares. The Companies Acts in England 
and Australia contain provisions enabling 
a purchasing company to acquire the shares 
of a small dissenting minority of share- 
holders, provided nine-tenths of the share- 
holders of that class have approved the 
scheme for the sale.® 

In any scheme for merger of interests, it 
becomes necessary to arrive at a valuation 
of the shares in the various companies to 
the merger. So far as these are supported 
by tangible assets, this does not present any 
problem, and a uniform formula for valu- 
ing goodwill is generally approved. How- 
ever, there may be cases where such agree- 
ment is not readily obtainable, owing to a 
lack of data on which to base a formula. 


One such instance recently brought to 
notice was solved in an interesting manner. 
The case involved three companies engaged 
in businesses of a complementary nature, 
the directors of which unanimously agreed 
that a merger of interests by means of a 
holding company was advisable in order 
to co-ordinate their activities and to ex- 
tend into new lines of manufacture. Some 
difficulty was experienced in determining 
a basis for valuing goodwill, as two of the 
companies had only recently been formed, 
but it was generally agreed that the good- 
will of each company was of value. 

The organization was arranged as fol- 
lows: 

(1) A new company was formed to 
carry on the new manufacturing activities 
and to acquire a controlling interest in the 
three subsidiary companies. 








*English Companies Act 1948, sec. 209; Vic- 
torian Companies Act 1938, see. 155. 
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(2) The paid-up capital of the subsid- 
iary companies, all of which was represen- 
ted by ordinary shares, was reorganized 
by issuing to shareholders an equivalent 
number of deferred shares of 5/- each fully 
paid, and writing up goodwill to the value 
of the deferred shares issued. Ordinary 
shares were given a preferential right to 
receive from the profits available for dis- 
tribution a dividend of 10%; any surplus 
over the amount necessary to cover this 
dividend to be distributed as a dividend 
on deferred shares. 

(3) The holding company acquired all 
the ordinary shares by issuing in exchange 
its own shares to the extent of the book 
value of the net tangible assets of each 
company. 

(4) The subsidiary companies continued 
as operating companies, retaining their 
directorates with the addition of represen- 
tation from the holding company on the 
board of each subsidiary. 

In this way the combined strength of the 
three subsidiaries was made available for 
the new manufacturing business, the orig- 
inal shareholders of the subsidiaries re- 
tained the goodwill of their companies, and 
the directors continued to develop their 
businesses, materially assisted by their 
associates and subject only to direction 
from the board of the holding company on 
matters of high policy affecting the 
organization as a whole. 

Sometimes subsidiary companies are 
formed by a large undertaking setting 
them up vertically as branches to take over 
and work the assets of certain sections or 
departments of its business; the considera- 
tion for the net assets being the shares of 
the subsidiary companies. Where an ex- 
tension of the activities of a subsidiary is 
anticipated, we often find that the reeon- 
struction is associated with an 
preference shares, either in the subsidiary 
or the parent, in order to finance the ex- 
pansion. 

A holding company may be either: (a) a 
pure holding company whose principal 
assets are shares in and advances to sub- 
sidiary companies, its sole or main source 
of income being dividends and interest re- 
ceived from its subsidiaries ; or (b) a mixed 
holding and operating company—in addi- 
tion to owning shares in subsidiaries, it 
carries on trading operations. 


issue of 
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Holding Companies—continued 


(b) Control of the Subsidiaries 


The holding company usually exercises 
control over its subsidiaries by appointing 
the directors. Sometimes the board of the 
holding company becomes the board of the 
subsidiary, while in other cases we find the 
holding company board is merely represen- 
ted on the board of the subsidiary. The 
method adopted in any case will depend 
on a number of considerations: the nature 
of the business, the situation of the sub- 
sidiary, the degree of technical knowledge 
required on the directorate, and the pre- 
dilections of the directors of the holding 
company. 


An interesting but unusual form of hold- 
ing company organization is that of the 
American Telephone and Telegraph Co. 
This company dominates the telephone in- 
dustry in the United States of America. 
It is the largest public utility enterprise 
in the world, controlling subsidiaries com- 
prising the principal telephone operating 
companies with a nation-wide system of 
long-distance lines; it is also the leading 
manufacturer of telephone equipment. The 
capital stock of the company is held by over 
600,000 investors, none of whom owns more 
than one per cent of the total, and the com- 
pany is controlled by a successful manage- 
ment. 

The organization is described as fol- 
lows : 

‘“‘The American Telephone and Tele- 
graph Company employs a series of sub- 
sidiary companies, each company goverred 
by a separate board of directors, who carry 
the full responsibility for the operation of 
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that particular subsidiary. These boards, 
to be sure, are elected by the officers of the 
parent company, but in practice a large 
degree of autonomy is granted to the sep- 
arate boards. The board of a typical sub- 
sidiary, the New York Telephone Com- 
pany, all of whose stock is owned by the 
parent, was in 1930 composed of fourteen 
members, only three of whom were also on 
the board of the latter, one being its presi- 
dent. Of the eleven other members, five 
were officers of the subsidiary and six were 
individuals having no other apparent con- 
nection with subsidiary or parent. Most 
of these men were of recognised standing 
in either banking or industrial circles— 
executives of ability and with a knowledge 
of the local conditions which would affect 
the particular subsidiary. The same was 
true of the other telephone subsidiaries. 
In each case examined, those men on the 
board of a subsidiary who had no other 
connection with the telephone business 
were drawn from the geographical area in 
which the subsidiary operated and were for 
the most part, men of recognized ability. 
There can be little question that the boards 
of the subsidiaries were far from being 
dummies chosen merely to carry out the in- 
structions of the American Telephone and 
Telegraph Company. The result is more 
nearly that of a group of federated com- 
panies, each in large measure operating 
independently, but having its activities co- 
ordinated with those of its affiliates 
through the parent company. The degree 
of decentralization of authority involved 
in this arrangement would seem to be far 
greater than could easily be obtained by 
the General Motors method.’’ ?° 


ADVANTAGES OF THE HOLDING COMPANY 


The rapid growth of this form of organi- 
zation in recent years suggests that it is 
particularly suitable as a medium for con- 
trolling and operating the modern large- 
scale business enterprise. There is no doubt 
that its popularity is largely attributable 
to many of the advantages that have been 
claimed for it. 

Where it is not desired to interfere with 
the goodwill and reputation of an existing 
business, the holding company is particu- 
larly appropriate, for it is easily organ- 
ized: simply by acquiring a majority of 


the shares that carry voting power, with- 
out disturbing creditors, preference share- 
holders, or any minority of ordinary share- 
holders who may prefer to retain their in- 
terests. 

It offers facilities for acquiring control 
of businesses by the investment of a rela- 
tively small amount of capital, through the 
device known as share pyramiding. Briefly 
this consists of a series of companies 
organized as subsidiary and _ sub-subsid- 
iaries, so that control over the whole chain 





* Bonbright & Means, p. 85. 
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Holding Companies—continued 

is obtained by holding a majority of the 
shares in the first company. The following 
diagram illustrates this device. 





| COMPANY A | Capital: £26,000 


{51% 


| COMPANY B | Capital: £51,000 
| 


151% 


| COMPANY 














Capital: £100,000 


C 





The whole of the capital of company A 
is invested in company B, whose total capi- 
tal is invested in company C. 

Control of the organization is exercised 
by holding, say, £13,500 of the share capi- 
tal of company A. The other shareholders’ 
interests are as follows: 
£12,500 

25,000 
49,000 


£86,500 


In company A 
” B 
i‘ C 


Total 


The advantages of centralized control 
and decentralized administration may be 
combined. Centralized control enables a 
uniform policy to be applied throughout 
the organization, while separate boards of 
directors and separate staffs of administra- 
tive officers for each subsidiary frequently 
has the effect of enabling those businesses 
to be operated more efficiently and eco- 
nomically than they would be if all were 
administered from a central point. 


Numerous economies in operation are 
possible: in marketing by allotting to each 
subsidiary that territory which may be 
most conveniently and economically sup- 
plied by it; in advertising by the elimina- 
tion of destructive advertising; in buying 
through the capacity for ordering in larger 
quantities; in research by the avoidance of 
duplication which is inevitable where re- 
search organizations are working inde- 
pendently ; technically, through the pool- 
ing of technical experience; in sales man- 
agement through the elimination of com- 
petition and the resulting price wars and 
uneconomic sale prices. 
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In manufacturing, the holding company 
organization is often brought about by the 
desire or necessity to obtain control over 
the sources of supply of raw materials, the 
organization having command of such 
materials being acquired as a subsidiary 
company. Where manufacturers in the 
same line of business combine, it is often 
possible to effect considerable economies 
through concentration and standardization 
of classes of product and specilization of 
plant by allocating to each factory particu- 
lar products in which they ean specialize. 

The holding company may be used for 
the purpose of financing the operations of 
its subsidiaries; where additional capital 
is required the larger organization should 
be able to obtain it more readily and on 
more advantageous terms than its smaller 
subsidiaries could. 

Subsidiary companies are sometimes set 
up for the purpose of insulating each in- 
dividual company from the creditors of the 
other subsidiary companies, especially 
where it is considered that some section of 
the organization is engaged in business of 
a hazardous nature. In this way the risk 
of loss to the holding company is limited 
to the amount of capital subscribed to the 
subsidiary, as the mere fact of ownership 
of shares does not impose upon the holding 
company any responsibility for the liabili- 
ties of its subsidiary. 

Not the least of the advantages is the op- 
portunity afforded for the introduction of 
a system of standardized accounting, with 
the benefits to be derived therefrom. Oper- 
ating results and statistics of unco-ordin- 
ated businesses are still jealously guarded 
by their proprietors, and consequently 
much helpful information that could be 
obtained from a detailed comparison of the 
results of similar business is lost to their 
managements. In order to obtain the full 
benefits from any such comparisons, stan- 
dardized accounts are necessary, and these 
can readily be introduced where various 
similar businesses are operated as subsidi- 
aries of one organization. 

Finally, the holding company form of 
organization for amalgamation of busi- 
nesses offers an advantage over amalgama- 
tion in one company, owing to the ease with 
which the amalgamation may be undone 
should it prove unsatisfactory. 
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DISADVANTAGES AND ABUSES 


Holding Companies—continued 

But these are not the only aspects to be 
considered, for there are many disadvan- 
tages and possible abuses which must not 
be disregarded. 

Some of the advantages that have been 
mentioned may, in particular circum- 
stanees, prove to be disadvantages, and 
some could be the subject of abuses; what 
might be considered advantages by con- 
trollers of the holding company could be 
social disadvantages. 

It is said that the holding company 
tends to create monopolies and concentrate 
the control of big business in the hands of 
relatively few masters—individuals who 
frequently disregard their public respon- 
sibilities by exploiting the advantages of 
the powerful economic situation in which 
they are placed by the organization. The 
following allegations made against the 
Standard Oil Company of U.S.A., which 
was dissolved by a Federal Court in 1912, 
are frequently quoted to illustrate this 
danger. 

‘It undersold in the most remorseless 
manner competitors with less capital than 
itself until it drove them out of business. 
If, as was usually the case, the smaller 
rival was making good deliveries at fair 
prices, the method and result were entirely 
evil. It is also alleged that it stopped de- 
liveries from wells supplying these rivals 
by itself offering big prices for crude oil, 
and that, by its very size and importance, 
it was able to play off one railway against 
another in the matter of transport charges 
and obtain for itself preferential treat- 
ment. 

‘*Furthermore, it created bogus indepen- 
dent companies and fighting brands to pro- 
tect its monopoly, and maintained high 
prices where there was little fear of com- 
petition. The method of operation was for 
a bogus company controlled by the Stan- 
dard Oil Company to offer good quality oil 
at low prices wherever an undesirable com- 
petitor was to be eliminated, and this bogus 
company would seek out all the clients of 
the competitor and quote exceptionally low 
prices.’’ 

Other major evils charged against the 
holding company are that it encourages 

4 J.C. Simons, Holding Companies, z=. 14. 

* Bonbright & Means, Chap. VI. 


uneconomic and unwieldy organizations 
that are contrary to the principles of maxi- 
mum efficiency of operation; that it facili- 
tates capital inflation, watering of capital, 
and other similar forms of misfinancing 
that injure consumers by high prices and 
poor services and impose losses on inves- 
tors; and that it facilitates manipulation 
of subsidiary companies in the interests of 
the controlling management!*—the last 
abuse being evidenced in oppressive treat- 
ment of minority shareholders by with- 
holding dividends, manipulation of inter- 
company transactions, loans from one com- 
pany to another without adequate security, 
restriction of activity and earning power 
of one company, and the concentration of 
activity in a manner economical to the 
group as a whole.'% 

In the sphere of control and administra- 
tion also there may be difficulties to over- 
come. 

Obstacles may be caused through the 
presence of minority shareholders operat- 
ing to prevent the holding company organ- 
izing the combination in the mest appro- 
priate way to gain maximum profits 
irrespective of the profits of each separate 
company. This may present difficulties if 
it necessitates serious inroads into the ac- 
tivities and profits of a subsidiary with 
minority shareholders. The maintenance 
of a separate organization for each sub- 
sidiary, including separate offices, board of 
directors, accounting’ and _- statistical 
records, may involve unnecessary expen- 
diture. 

The suceessful operation of a large hold- 
ing company organization calls for a type 
of director who is not always available; 
they need to be men of vision, capable of 
grasping the essentials of matters of major 
policy and capable of making sound and 
prompt decisions on the basis of reports 
submitted by subordinates. 

One further disadvantage is the oppor- 
tunities afforded for manipulation of ac- 
counts, either by inter-company transfers 
and transactions, or the presentation of 
financial statements which are obscure and 
which ‘‘eover un’’ essential information 
that should be disclosed to shareholders. 


'SGarnsey, Holding Companies and their Pub- 
lished Accounts, Chap. IT. 
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Financial statements of a large holding 
company are necessarily somewhat com- 
plex, and eall for skilful drafting if they 
are to portray the true picture for share- 
holders. This aspect has received a con- 
siderable amount of attention from direc- 
tors, accountants, and others in recent 
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years, while the legislation in England, 
Victoria, and Western Australia has been 
strengthened to ensure that informative 
financial statements shall be presented to 
shareholders. However, there are neces- 
sarily many matters of detail left to the 
discretion of directors and the accountant’s 
skill in drafting. 


RESPONSIBILITIES OF THE HOLDING COMPANY 


By reason of the control that a holding 
company exercises over its subsidiaries, 
the directors are invested with very ex- 
tensive powers. They are responsible to 
their shareholders, and must see that all 
the companies are so operated that maxi- 
mum benefits will be derived by the 
organization as a whole, irrespective of the 
profits of each separate unit. This may in- 
volve depriving some subsidiary companies 
of profitable activities in order to pass 
them over to other subsidiaries that are 
equipped to handle them more efficiently, 
or one subsidiary may be required to 
specialize on some line of manufacture 
necessary to the organization as a whole, 
but from which little direct profit can be 
expected. 


It is thus within the power of the direc- 
tors to divert profits from one subsidiary 
to another, to build up the assets of some 
subsidiaries to the detriment of others, and 
to make advances from one subsidiary to 
another or to the parent company, either 
with or without adequate security. So 
long as these steps are taken to benefit the 
organization as a whole, and the holding 
company owns all the shares in its sub- 
sidiaries, no objection can be taken to any 
such procedure, provided the interests of 
creditors are not affected. 

However, different considerations arise 
where there are minority shareholders in 
some of the subsidiaries, or where any of 
these companies have debenture loans. In 
these cireumstancés the interests of the 
‘‘outsiders’’ must not be ignored ; the hold- 
ing company stands in the same trust rela- 
tionship to the minority intexests as it does 
to its own shareholders. 

Though the limits of moral responsibility 
cannot be set by the courts, the decisions 
in several legal actions indicate the nature 
of some of these responsibilities. As may 
be expected from the longer history of 


holding companies in that country, Ameri- 

can decisions appear to be more numerous 

than English or Australian. A resume of 
eases prepared by Maurice Mound, of the 

New York Bar, is presented by Bonbright 

& Means.'* 

These complain of actions by the holding 
company to the detriment of minority 
shareholders, and the allegations may be 
summarized as follows: 

(a) Diversion of funds or of business 
of a subsidiary company. 
Contracts unfavourable to 
subsidiary. 
Unfair sales. 
Inadequate 
leases. 

(e) Loans by subsidiary to holding 
company at inadequate rates of 
interest. ; 

(f) Foreing an unfavourable consoli- 
dation upon the subsidiary. 


(b) the 


consideration for 


( 
(d) 


\ 


Although the courts are reluctant to in- 
terfere with the internal management of a 
company, they have set aside contracts in- 
jurious to the interests of minority share- 
holders where the unfairness of the con- 
tract has been clear and unmistakable. The 
following principles have been stated: 

(a) One in control of a majority of the 
stock and of the board of directors of 
a company occupies a fiduciary rela- 
tion towards the minority  share- 
holders, and is charged with the duty 
of exercising a high degree of good 
faith, care, and diligence for the pro- 
tection of such minority interests. 
Every act in its own interest to the 
detriment of the holders of minority 
stocks becomes a breach of duty and-of 
trust, and entitles to plenary relief 
from a court of equity.’® 





“ Bonbright & Means, Appendix A. 
% Hyams v. Calumet §& Hecla Mining Co. 
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Holding Companies—continued 
(b) The holding company should manage 
the affairs of the subsidiary for the 
benefit of all shareholders and not for 
its own aggrandizement.'® 
Where a holding company acquires the 
property of a subsidiary controlled 
through a majority shareholding, there 
is, in effect, a sale by a trustee to him- 
self.17 If the majority is trustee for 
the minority, a contract between a 
parent and subsidiary is voidable at 
the option of the minority.** 
Disparity in interest rates on loans 
from a subsidiary to the holding com- 
pany are a proper ground for com- 
plaint. 

Injunctions have been granted for the 
purpose of: 
(a) Restraining a company from voting 
at a meeting of shareholders of its sub- 
sidiary where action obviously con- 
trary to the interest of minority share- 
holders is contemplated.’® 
Restraining a proposed consolidation 
which would destroy the preferential 
character of minority shareholders’ 
rights.”° 

The courts have also intervened in 
favour of creditors in cases involving un- 
fair action by the holding company to the 
detriment of the rights of the creditors, as 
follows : 
(a) Where funds of a subsidiary were 
diverted to a reorganized company it 
was held that the fund could be fol- 
lowed into the hands of the reorgan- 
ized company.?! 
Where bondholders have been unable 
to enforce their rights to foreclose on 
a subsidiary because the holding com- 
pany controls the majority of bond- 
holders’ votes.** 
Where the holding company caused its 
wholly owned subsidiary to default on 
certain notes resulting in a foreclosure 
and sale of pledged securities of the 
subsidiary which were bought by the 


(¢c) 


(d) 


(b) 


(b) 





1% New York Central § Hudson River R. Co. 
(re Ratland Railroad Co.). 

17 Goodwin vy. Cincinnati § Whitewate Canal Co. 

1% Glengary Consolidated Mining Co. v. Bolhmer. 

% McLeary v. Eric Telegraph § Telephone Co. 

™ Boyd v. New York & Harlem R.R. Co. 

* Northern Pacific Railway Co. v. Boyd (on ap- 
peal before the United States Supreme Court). 
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holding company for less than half of 
their fair value.** 

Minority shareholders have also obtained 
relief in English courts, which have laid 
down the following principles: 

(a) Where members holding a majority of 
the voting power use their votes for a 
corrupt purpose, such as to obtain an 
unfair advantage for themselves or 
another company in which they are 
shareholders, any resolution passed by 
them for such purpose may be set 
aside.** 

Where a company has a right of ac- 
tion against persons who control the 
majority of the company’s shares and 
such majority use their position to 
prevent an action being brought in the 
company’s name, any shareholder may 
bring an action in his own name and 
on behalf of the others.*° 

The court will restrain a fraud on a 
minority.”® 

The English Companies Act 1947 intro- 
duced further protection for minority 
shareholders by providing that where a 
member complains that the affairs of a 
company are conducted in a manner op- 
pressive to some section of the members, 
of which he is part, the court may make an 
order regulating the future conduct of the 
company’s affairs, or for the acquisition of 
the shares of the minority, or any other 
order it thinks fit.27 No similar provision 
is contained in any Companies Act in Aus- 
tralia. 

Although the courts have given relief to 
minority shareholders and creditors in ecer- 
tain cases, these have mainly involved 
fraudulent action by the holding company 
or its directors. It is considered that the 
vast majority of directors controlling the 
affairs of subsidiary companies will desire 
to exercise that ‘‘high degree of good faith, 
sare and diligenee for the protection of”’ 
minority shareholders referred to in an 
American court, but it will not infrequent- 
ly be found that the interests of minorities 
conflict with the best interests of the 


(b) 


(¢c) 





* Gre en v. People’s Gas, Light & Coke Company. 

*%Vallery v. Denver § Rio Grande Railway Co. 

* Menier v. Hoopers Telegraph Works; Brown 
v. British Abrasive Wheel Co. 

* Baillie v. Oriental Telephone § Electric Co. 

* Spokes v. Grosvenor Hotel Co. 

* See English Companies Act 1948, sec. 210. 
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Holding Companies—continued 

organization as a whole, and in those 
circumstances the directors are faced with 
a difficult problem. 

Where the holding company owns all the 
ordinary shares of the subsidiary, the 
rights of any preference shareholders and 
debenture holders may be secured by the 
holding company guaranteeing payment 
of preference dividends, debenture interest, 
and repayment of principle; provided the 
preference share backing is not adversely 
affected, the holding company directors 
may take any action considered ad- 
vantageous to the organization as a whole, 
even though it adversely affects the profits 
of the subsidiary. 

Where the holding company owns only 
a majority of the ordinary shares, the 
problem is not so easily settled, and in these 
circumstances efforts should be made to 
acquire the balance of the shares or to 
make other arrangements with the minority 
shareholders before instituting any action 
that may adversely affect the position of 
the subsidiary company. In this connec- 
tion, the provisions of the Companies Acts 
relating to compulsory acquisition of a 
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10% minority holding may be found use- 
ful.*8 

An interesting example of conflict of in- 
terest between majority and minority in- 
terests was mentioned recently in Victoria, 
when The National Mutual Life Associa- 
tion of Australasia Ltd. made an offer to 
purchase all the shares held by other share- 
holders in Fourth Victoria Permanent 
Building Society for £10/5/- per share, 
although the last recorded sale had been at 
£9 /2/6. 

In making the offer the directors stated 
that the Life Association owned 97% of the 
total capital of the Fourth Victoria; owing 
to disabilities caused by high rates of taxa- 
tion and rising costs of administration, the 
situation had been reviewed and the diree- 
tors considered that, as trustees for the 
policyholders, they may have to take a 
eourse which would result in a reduction 
of income of the Fotirth Victoria, therefore 
the offer to purchase was made. The price 
offered was generous, and was arrived at 
by determining the amount that would 
need to be invested in 34% Commonwealth 
Stock to obtain a return approximating 
the amount of the current dividend. 


* Victorian Companies Act, sec. 155. 
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In the title selected for this lecture there 
is a suggestion that cost reports can be of 
assistance to management. All cost reports 
will not aid all management. Many mana- 
gers get no aid from cost reports. In some 
cases the fault is in the reports themselves. 
In others it is the management. All mana- 
gers are not capable of using cost reports, 
but at least it should be seen that cost re- 
ports are prepared in conformity with 
sound principles, and that they will give 


aid to those who appreciate them. 

When designing reports the form of pre- 
sentation is important. Of greater import- 
ance is the type of information given. This 
involves the planning of the cost acecount- 
ing routine and the related factory records. 
In addition to the form of presentation and 
the information the reports contain, it must 
be seen that they are designed with a recog- 
nition of principles of efficient manage- 
ment. 
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What is the Function of Management? 

Management has been defined as ‘‘get- 
ting the right things done to agreed stan- 
dards of performance and with the least 
expenditure through the decentralised but 
co-ordinated efforts of people.’’ It com- 
prises three major functions: 

(1) the determination or planning of 

policy ; 

(2) the organisation of the business to 

implement those policies ; and 

(3) the control or supervision of opera- 
tions. 

All are essential and must receive ade- 
quate attention. Reports ean never take 
the place of these positive functions. Re- 
ports alone are useless. It is action based 
on those reports that counts. The success of 
the planning and the control will depend 
largely on the information mangement is 
given. 


Does Management Need Assistance? 


Before considering the types of reports 
needed, it may be pertinent to consider 
whether management needs much assist- 
ance from the accountant. 


It has been said that there can be no 
management without measurement. Effec- 
tive measurement depends firstly on the 
existence of methods of measuring results, 
and secondly on the ability to assess those 
measurements by comparison with some 
standards. 


Whether it is in the function of plan- 
ning or of controlling, management should 
be seeking information to guide it in 
making the right decisions. Right decisions 
will most likely be made if management is 
supplied with the right information. There 
are types of management that rely alone on 
intuition, practical experience, luck, even 
astrology or similar aids, Though these 
may bring some success for a time, they are 
not dependable. It is to be expected, how- 
ever, that a management which is ade- 
quately informed will make better decisions 
than one which is not. 


Does Management Need Cost Reports? 


With a clear appreciation of the fune- 
tions of management and of the need for 
its being informed, we should ask ourselves 
*‘Does management need cost reports?’’ 
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In businesses that are small, the pro- 
prietor is usually the manager, who works 
in close association with his employees and 
tends to know just what is going on. Mar- 
gins generally are wider and the effects of 
competition may not be felt so much. Under 
these conditions the manager has little 
need of elaborate reports. 

With the larger organisation it is im- 
possible for the chief executive and his 
many subordinates to function satisfac- 
torily without adequate information. Re- 
ports to them are indispensable. If we ap- 
preciate that the decisions management 
gives should be based on the information it 
receives, the need, the purpose, and the 
value of reports become apparent. 

To enable management to make the right 
decisions, conventional financial statements 
are of limited use, Not only are they pre- 
pared too infrequently, and too long after 
the period they cover, but they tend to 
conceal vital information rather than to 
reveal it. 

An analysis of the conventional profit 
and loss account may reveal undesirable 
trends or conditions, and to this extent they 
may be of assistance. For information to 
assist in their day-to-day decisions, how- 
ever, most managers look to other types of 
reports. The conventional profit and loss 
account cannot reveal where more _ profit 
ean be made. It cannot show those things 
which are wrong. It is well to remember 
that management can only put right what 
it knows to be wrong. 

To-day it is generally recognised that the 
conventional profit and loss account is a 
very weak aid to management. It has, over 
many years, been displaced by a different 
type of report. Modern management in- 
volves delegation, and delegation may mean 
loss of control. To avoid this, management 
should look for information which will en- 
able it to retain control. The reports which 
have been developed to satisfy this need 
are called ‘‘cost reports.’’ In practice you 
will find that cost reports cover many more 
subjects than costs. 

You will have noticed that considerable 
emphasis has been placed on the needs of 
management. All cost reports should satis- 
fy some need. If any report does not do 
so, it is superfluous, and its preparation 
an unnecessary cost. 
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Designing of Cost Reports—continued 
Types of Cost Reports Needed 


If we have a clear appreciation of the 
functions of management and that fully to 
discharge those functions it needs a par- 
ticular type of information, we will be in 
a better position to devise the types of re- 
ports themselves. 

From the point of view of finance, man- 
agement’s interest lies in two main presen- 
tations: firstly, the revenue or profit posi- 
tion; and secondly, the asset or balance 
sheet position. Here we shall consider 
cost reports under these two headings. 

It cannot be too strongly emphasised 
that management’s interest should be not 
only in the past or the present, but more 
particularly in the future. Its function is 
to control. It is very difficult to control 
that which has passed. You or I can do 
very little now to alter something that hap- 
pened last week, or last year. The only 
value in knowing what happened in the 
past is that it may indicate what may hap- 
pen in the future. 

Reports on the profit position can be 
generally of two types: 

(a) those referring to what has hap- 

pened ; 

(b) those referring to what may happen. 

Before considering reports on what may 
happen in the future, let us consider briefly 
reports of an historical nature. Some man- 
agements receive reports prepared to the 
seventh decimal place on costs per unit pro- 
duced, or on process rates for labour and 
expense. It is suggested that these are not 
of much assistance. They are of little 
assistance because they tend not to reveal 
but rather to conceal. If a report is to be 
effective it must reveal where action is 
needed or whether action taken has had the 
desired effect. 

Management is more interested in profits 
and in losses, which, of course, affect 
profits. Our reports should recognise that. 
Reports on costs which are in their nature 
historical will not reveal where savings can 
be made or why the profit hoped for was 
not achieved. 

Statement No. 1 (report on net profit) 
could be contrasted with a conventional 
profit and loss account. A quick examina- 
tion of the results for the month of Feb- 
ruary will indicate to even the busiest 
executive not only that a loss of £150 was 
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made instead of a profit of £1,550 that was 
planned ; it also gives the reasons why that 
profit was not achieved. It is apparent 
that the two principal causes of the defi- 
ciency were the failure to achieve the tar- 
get gross profit by £600, and the loss in 

Seetion B. Further details of the loss in 

Section B can be ascertained from State- 

ment-No. 3. 

The second major interest of manage- 
ment is to see that the business is finan- 
cially sound. To satisfy that interest a re- 
port should be prepared regularly to show 
the condition of the book debts, stock, bank 
balance, and amounts owing to creditors. 
Most of these fall within the function of 
financial accounting, and it is not proposed 
to discuss them in this talk on cost reports. 

On Statement No. 2 there is shown an 
example of a monthly balance sheet de- 
signed to satisfy this need. It shows in a 
summarised form the minimum informa- 
tion necessary for management to control 
the overall financial position. 

All except one of these items are avail- 
able from the usual financial records. This 
exception is often the most important item 
in the balance sheet, not only for its size, 
but because of the dangers inherent in it. 
On its correctness largely depends the ac- 
curacy of the profit shown. An accurate 
figure for stock, and adequate detailed re- 
ports supporting it, are among the most 
important reports with which management 
“an be supplied. 

In addition to knowing its financial posi- 
tion at regular and frequent intervals, it 
is important that management knows that 
its operating and its investment plans are 
within the financial capacity of the busi- 
ness. If an expansion of the volume of 
sales is contemplated, some thought should 
be given to the financing of the increased 
book debts, stock, ete. A forecast should be 
made of the balance sheet if those plans 
are implemented. 

The types of cost reports prepared will 
vary with the size of a business. In a large 
business there usually is more delegation 
than in a small one. To keep management 
informed, reports should provide informa- 
tion which will aid in controlling the fune- 
tions delegated. 

Another consideration which will affect 
the nature of the cost reports is the re- 
sponsibility of the person for whom they 
are prepared. Reports should cover only 












422 


Designing of Cost Reports—continued 
those functions over which the person who 
receives the information can exercise con- 
trol. For example, reports for a foreman 
would be in more detail and be issued at 
greater frequency than those for the 
Managing Director. As their responsibili- 
ties differ, so should the reports they re- 
eeive. A monthly balance sheet would be 
of no practical use to the foreman; and 
daily reports on labour efficiency of each 
operative would not be necessary for the 
Managing Director. 


The Purpose and Value of Cost Reports 


It may be said that briefly the purpose 
of cost reports is to inform management 
en facts essential for it: 

(a) to determine policy ; 

(b) to make decisions implementing that 

policy ; 

(c) to observe effect of policies and de- 

cisions previously made; 

(d) to reveal where action is needed. 

To aid in determining policy, cost re- 
ports may take the form of a complete 
profit plan and a forecasted balance sheet. 
They may take other forms, such as an 
analysis of sales and gross profit for pro- 
ducts and territories, ete. 

A common form of cost report to aid 
management is a cost estimate, a simple ex- 
ample of which is shown on Statement No. 
4. If in this instance an overall gross profit 
of 25% on sales is necessary to yield a 
satisfactory net profit, it is helpful to man- 
agement to know that product X will yield 
only 9.6%. Some consideration can then be 
given whether this product should be pro- 
ceeded with or whether it can be made in 
a cheaper way. 

An example of the value of cost reports 
revealing the effect of decisions previously 
made can be seen in Statement No. 3. This 
report revealed that for the month of 
January lesses were incurred for substitu- 
tion and re-treatment costs. If the manager 
receiving this report took action, it could 
be expected that the result would be re- 
flected in the result shown for February. 
As no such losses appear in that month, 
management would know that the action 
taken was apparently the right one. 

Similarly, the report on net profit 
(Statement No. 1) illustrates the effective- 
ness of cost reports in revealing where ac- 
tion is necessary. This report emphasises 
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that management should focus its attention 
on both the decrease in the gross profit and 
the operations of Section B. 


Size of Reports 

Before considering the form cost reports 
should take, some brief attention should be 
given to the size of the reports. Avoid pre- 
senting any reports on large sheets of 
paper covered by masses of figures. The 
information on it may be very complete, 
but the mass of figures may frighten any- 
one except a genius on Einstein’s level. 
Few managers possess that ability. 

It is better to present your reports in a 
size easy to handle. A quarto or foolscap 
will be found suitable. In all cases, they 
should be neat, on good quality paper, and 
properly filed. 


Time of Report 


Just as important as the size and the 
form of your reports is the time at which 
they are presented. The later, the less 
valuable they are. Management’s thoughts 
should be very much with the future, and 
the closer your information is to the future 
the more assisted management should ‘be. 
Except in special cases, cost reports on 
what happened six or twelve months ago 
are of little interest. Management cannot 
do much, if anything, and has probably 
even forgotten the circumstances or the 
event. 

A report on what happened yesterday is 
more likely to be of greater interest. The 
condition probably is happening to-day, 
and may continue tomorrow. Yesterday is 
still fresh in our memories. A report on 
its happenings has much greater signifi- 
cance. 

Even if the figures are to some degree 
inaccurate, it is better to tell management 
promptly than wait weeks until the infor- 
mation is perfected. It is not suggested 
that management be supplied with inac- 
curate information. If the information is 
so inaccurate as to be misleading, it is bet- 
ter then to wait. As it is usually possible 
to get information quickly with sufficient 
accuracy to enable management to act, let 
it be prepared and presented. 

Cost reports can be of assistance if they 
show management what is likely to hap- 
pen. If next month’s plans will probably 
result in a loss, it is better to tell manage- 
ment of this before the month starts. 
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Designing of Cost Reports—continued 


Lateness in presenting reports can cause 
missed opportunities, and often tends to 
irritate rather than to help. 


Form of Report 


The next major consideration in this dis- 
cussion on designing cost reports is the 
form which the reports should take. Good 
design aids interpretation. When design- 
ing the reports the following principles 
should be observed. Statements Nos. 1, 2, 
and 3 illustrate how these principles have 
been observed. 


1. One Major Thought 


Confine each report to one major sub- 
ject. Do not include on the one report in- 
formation on the net profit, stocks, and the 
bank position. Though they may have some 
connection, too much on the one report is 
more likely to confuse than inform. 


2. Title 

Give the report a title. Don’t be afraid 
of a long title. Make sure that it indicates 
clearly the subject covered by the report. 


3. Summary 

To senior executives, especially, make re- 
ports which are summaries only. Elaborate 
in supplementary commentaries. 


4. Simple but Adequate 

In confining a report to one subject, and 
reporting in summary form, there is a 
danger that the report, though simple, may 
not be adequate. Make sure there is suffi- 
cient supporting information to enable it 
to be interpreted. 


5. Period 

The period, i.e., the day, week, month, or 
year covered by the report, should be 
clearly shown. 


6. Colour 

Wherever possible, use colour to indicate 
the difference between different classes of 
figures on a report. In Statement No. 1 
(report on net profit) the actual figures 
could be shown in one colour, the budget 
figures in another, and losses in a third. 


7. Wording 

Use terms that will be understood. As 
far as possible, avoid using those not fam- 
iliar to the executive not trained in ac- 
counting. 
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8. Responsibility of Recipient 

A report should be confined to those mat- 
ters which are the responsibility of the per- 
son for whom it is prepared. A foreman 
has no need of information on sales and 
gross profit ; a sales manager is not directly 
concerned with the efficiency of factory 
employees. A report for any executive 
should cover only those items over which he 
exercises some control. 


9. Present Facts Clearly 

If you have information of importanee 
to management, present it clearly. Elim- 
inate the need for any analysis on the part 
of the executive to whom the report is sub- 
mitted. If he has to search for facts, there 
is always the danger that he will get wrong 
reactions or that he may not seareh at all. 


10. Accuracy 

Reports should be accurate only to the 
extent necessary to inform correctly. As 
discussed earlier, speed in presentation is 
usually more important than absolute ae- 
curacy. : 
11. Uniformity 

Reports from period to period should be 
uniform in presentation. This will make 
the executives receiving them more familiar 
with them and more able to interpret them. 
12. Comparison 

Wherever possible, incorporate in the re- 
ports many comparative figures. This will 
be discussed in more detail later. 


13. Graphs, Charts, etc. 

Particularly where the reports are for 
executives who are not accountants, judi- 
cious presentation of informatien in the 
form of graphs and charts will be found 
helpful and desirable. 


14. Trends and Cumulative Figures 

The figures of one week or one month 
may not be as informative as the figures 
for the year to date. An examination of 
several months’ figures may indicate trends 
not otherwise apparent. 


15. Should Indicate Where Executive 
Action is Needed 

To provide information on which execu- 
tive action can be based is one of the main 
purposes of cost reports. They should in- 
dicate not only where action is needed, but 
what sort of action is required. Some in- 
dication should be given of the reason for 
any loss or variation, and of the person or 
persons responsible. 
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Designing of Cost Reports—continued 


Interpretation of Reports 
. ° 

There are several other factors which are 
of assistance, and they may be briefly sum- 
marised as: 
1. Exceptions 

Management should attend more to those 
things which are wrong. Those things 
which are going according to plan can be 
passed over with a quick observation. Re- 
ports should show where the business is 
not going according to plan; they are the 
exceptions on which attention should be 
concentrated. 


2. Don’t Confine the Reports only to 

Money Values 

Greater ease in interpretation will often 
be gained if the cost reports are expressed 
in terms other than money values. It is 
often better to use index figures, such as 
percentage of gross profit to sales, or units 
of measurements, such as lbs., dozens, ete. 


3. Show Cause of Variations 

In addition to indicating where action 
is needed, the reports should show the 
causes of all variations that have occurred. 
Statement No. 3 (report on variations from 
standard, Section B) illustrates particu- 
larly the value of this. 


Comparisons 


One of the most important aids to the 
correct interpretation of cost reports is the 
inclusion of some basis of comparison. 

All measurements and performances are 
naturally comparative. In interpreting re- 
ports, management, consciously or subcon- 
sciously, attempts to measure the figures 
you submit against some yardstick. It may 
be against previous performance, or be 
based on a general knowledge of the busi- 
ness. In many cases this comparison is 
vague, and may be futile. It is suggested 
that the reports will be easier to interpret, 
and of more assistance and be more effec- 
tive, if some more reliable comparison or 
yardstick is supplied. 

It is not good enough to compare this 
year’s figures with last year’s. Last year’s 
may not be efficient. The whole nature of 
the business may have changed. The plant 
capacity may have been increased, or there 
may have been substantial price move- 


ments. Under such conditions last year’s 
sales may not form an effective yardstick 
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against which to judge current perform- 
ance. 

To aid management there have been de- 
veloped two major forms of comparison: 
standards and budgets. Although it is not 
intended to discuss either of these in de- 
tail, this discussion would not be complete 
without at least a brief consideration of 
them. 

Standards not only provide a measure 
of comparison that is efficient, but if used 
and incorporated in the cost accounting 
routine, will provide information of greater 
value than any other form of cost account- 
ing. 

As discussed before, management is in- 
terested principally in those things which 
are wrong. Reports must recognise this, 
and should show where the business is not 
going according to plan. Cost reports based 
on standards provide management with in- 
formation of a positive nature in that they 
indicate where scope exists for saving losses 
caused by inefficiency, idleness, and ex- 
cessive waste. The revelation of losses then 
creates the opportunity for action. 

Where standards are incorporated in re- 
ports, management has no need to make 
mental comparisons. The comparisons are 
part of the standard cost accounting plan, 
and the variations only between actual per- 
formance and the comparable standard are 
revealed. 

This is well illustrated in Statement No. 
3 (report on variations from standard). 
Actual performance has already been com- 
pared with standards, and only the differ- 
ences or variations are included on the re- 
port. No further comparison is necessary, 
and, in addition, it is easy to select those 
items which need executive attention. 

You will remember that early in this 
talk it was said that management had three 
main functions. These were to plan, to 
organise, and to control. One of the great- 
est aids we can give to management with 
these functions is a plan of budget control. 

Not only does such a plan provide a pro- 
gramme which has been accepted as satis- 
factory, but continual comparison of actual 
performances with that plan arouses in- 
terest in its achievements. 

The advantages of including budget 
figures in the reports can be seen from a 
study of Statement No. 1 (report on net 
profit). Not-only does it show, under the 
actual result, the profit that should have 
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Designing of Cost Reports—continued 

been made, but it gives the reasons why the 
budget was not achieved. There is no need 
to guess or hold investigations to ascertain 
the reason a loss of £150 was incurred in- 
stead of a profit of £1,550. Any executive 
receiving a report containing information 
like this can readily determine where his 
plan has gone wrong. 
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In this discussion sufficient has been said 
to show that cost reports can aid manage- 
ment. They will aid only if they are re- 
ceived enthusiastically and if they contain 


the right information presented in the 
right manner at the right time. Follow the 
principles outlined here, and your cost 
reports should be of considerable help to 
those for whom they are prepared. 


STATEMENT No. 1 
REPORT ON NET PROFIT 


Losses shown in black 














YEaR—1950 Month of 
Jan. Feb. 
SALES— 
Actual 14,000 16,500 
Budget 15,000 20,000 
GROSS PROFIT— 
Actual 1,400 1,400 
Budget 1,500 2,000 
Less Selling, Dist., and 
Admin. Exes.— 
Actual 420 500 
Budget 400 450 
Net Profit you should 
have made 
Actual 980 900 
Budget 1,100 1,550 
Manufacturing Results— 
Section A 200 100 
Section B 340 1,200 
Section C ce. a 25 50 
TOTAL 115 1,050 
NET PROFIT (before 
Tax)— 
Actual 865 150 
Budget 1,100 














Progressive Results 
Mar. 7 mths. 8 mths. 9 mths. 
168,500 185,000 
150,000 170,000 
15,100 16,500 
15,000 17,000 
3,700 4,200 
3,250 3,700 
11,400 12,300 
11,750 13,300 
400 500 
800 400 
100 150 
1,300 250 
12.700 12,550 
11,750 


13,300 
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Designing of Cost Reports—continued 
STATEMENT No. 2 


BALANCE SHEET 


























Yrar—1950 Monthly 
Jan. Feb. Mar. 
CURRENT ASSETS— 
Cash on Hand .. .. .. 100 100 
Trade Debtors .. .. .. 25,000 30,000 
Stocks on Hand.. .. .. 140,000 160,000 
TOTAL .. «e «+ 165,100 190,100 
CURRENT LIABILITIES— 
Bank Overdraft kas hee 50,000 68,100 
ow we ee om 30,000 35,450 
TOTAL i eee 80,000 103,550 
NET ASSETS— 
Working Capital ier 85,100 86,550 
Fixed Assets Sugar coe 150,000 148,400 
Se 5,000 5,000 
TOTAL .. « «+ 240,100 239,950 
SHAREHOLDERS’ FUNDS— 
Paid Capital oa 200,000 200,000 
Reserves ‘ ee 27,400 27,400 
Profit to Date nwa aor 12,700 12,550 





240,100 239,950 








STATEMENT No. 3 
REPORT ON VARIATIONS FROM STANDARD 





SECTION B 
Losses shown in black ( 
YrarR—1950 Month of Progressive Results 

Jan. Feb. Mar. 7 mths. 8 mths, 9 mths. f 
MATERIAL— | 
ee ce ka ee 100 500 400 100 1 
Rejects .. .. .. 50 330 10 320 U 
Substitution .. .. 155 — 265 265 b 
Stock Shortages .. 10 20 30 50 a 

Re-treatment Costs 100 — 120 120 

LABOUR— 

Over-recovered .. 405 305 
Under-recovered .. 20 100 C. 
FACTORY EXPENSES— e D 
Over-recovered .. 200 100 th 
Under-recovered .. 50 100 th 
Under Budget... 25 200 50 is 
Over Budget .. .. 150 pr 





sik 


340 1,200 800 400 mu 
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STATEMENT No. 4 
COST ESTIMATE 


Propuct : 


MATERIAL— 
4 lbs. X @ 5/- 
5 lbs. Y @ 10/- 


LABOUR— 
Section A, 2 hours @ 5/- .. 
Section B, 4 hours @ 6/- .. 
Section C, 10 hours @ 3/6 .. 


FACTORY EXPENSES— 
Section A, 100% on Labour Cost 
Section B, 6 hours @15/-.. .. 
Section C, 40% on Labour Cost 


Total Factory Cost .. - 
Anticipated Selling Price .. 


Anticipated Gross Profit 


Anticipated % to Selling Price .. 


PREPARED ON 21/2/7’50 
Cost per Dozen 
Details Total 
20 
50 





CURRENT PROBLEMS DISCUSSED IN 
OVERSEAS JOURNALS 


EDUCATION AND TRAININ G OF ACCOUNTANTS 


In The New York Certified Public Ac- 
countant, April, William Brody and 
Stephen Mayo describe a new technique 
for the selection of executive accounting 
personnel. By the new technique a group 
interview test is used instead of individual 
interviews. A number of candidates are 
brought together at one time to discuss an 
assigned topic in a simulated situation that 


is comparable to a round-table or panel 
discussion. Candidates are rated on the 
value of their contribution to the group 
discussion, with special reference to judg- 
ment, clearness and quickness of compre- 
hension, ability to speak effectively and to 
deal effectively with others, and ability to 
apply the knowledge involved in the per- 
formance of the duties of the post. 


PROFESSIONAL RESPONSIBILITIES 


In an optimistic article in The Canadian 
Chartered Accountant, April, by Douglas 
D. Irwin, the position of the accountant in 
the welfare State is examined. Mr. Irwin 
thinks that the trend to the welfare State 
is noticeable not only in government but in 
private industry. It has placed new respon- 
sibilities on the accountant, who is now 
much more concerned than formerly with 


analysis of future operations, advice re- 
garding taxation, pension schemes, and im- 
proved systems. Educational equipment 
for these new responsibilities will neces- 
sarily be wider than that required in the 
past. It should include a sound knowledge 
of corporate finance, economics, statistical 
method, actuarial science, the principles of 
law, ‘‘advanced training and an almost 
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Current Problems in Overseas Journals—contd. 
literary facility in the use of English,’’ 
capacity for analysis and synthesis, and 
ability to present results of investigations 
in clear and comprehensible terms. Ac- 
countants are also assuming greater res- 
ponsibilities to the public and are develop- 
ing new fields of practice such as advisers 
to labour unions, services to public enter- 
prises, and participation in the adminis- 
tration of government. 

In The Canadian Chartered Accountant, 
April, L. N. Buzzell sees the public ac- 
countant as a doctor to business. He enu- 
merates eleven main causes of sickness in 
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business, describes the symptoms, the ways 
in which the causes should be investigated, 
and the cardinal principles on which pre- 
scriptions should be written. 

In The Accountant, 4th February, J. A. 
Scott makes the point that there are 28,000 
manufacturing establishments in Great 
Britain employing between eleven and 
forty-nine persons, and shows how such 
small establishments can be helped by the 
accountant by the presentation of simple, 
well-analysed forms, prompt monthly state- 
ments of account, adequate stock account- 
ing with full disclosure of reserves, budget- 
ing, costing, and systems. 


ORGANISATION OF A PUBLIC ACCOUNTANT’S PRACTICE 


William D. Hayes, ‘‘ How a Practitioner 
in a Smaller Community Sets Fees, Pays 
Staff, Maintains Records,’’ The Journal of 
Accountancy, March, describes an ingeni- 


ous combined time book, card file and led- 
ger, and a profit sharing plan for a public 
accountant’s office. 


AUDITING . 


The correspondence columns of The 
Journal of Accountancy, March, include 
an interesting exchange of views between 
W. Edwards Denning, Adviser in Samp- 
ling, United States Bureau of the Budget, 
and Maurice E. Peloubet, on the question 
of the application of statistical method to 
sampling or ‘‘test checking’’ in auditing. 

In the same issue of the Journal, Ira N. 
Frisbee, on ‘‘How Exercise of Judgment 
Affects Application of Standards in Audit- 


ing Field Work,’’ states and discusses 
standards for field work. He goes on to 
examine the relation of procedures to 


standards, the question of materiality, and 
the responsibility assumed by auditors for 
representations. In The Accounting Re- 
view, April, George D. Bailey, on ‘‘ Current 
Auditing Problems,’’ deals with the special 
problem of the audit of small businesses, 
the relationship of external auditing to in- 
ternal control (which, he says, has enabled 
the external auditor to progress from leg 
work to headwork), planning audit pro- 
grammes, sampling and satisfaction, writ- 
ing, and the timing of work. He also deals 
with audit procedures which are manda- 


tory in the United States. 

Other useful articles on auditing are: 

“‘Audit Verification of Cash,’’ Thomas 
H. Koerner, The New York Certified 
Public Accountant, April. An un- 
usually thorough examination of the 
subject, with some novel points. 

‘*Auditing Procedures Relative to Mar- 
ketable Securities,’’ Francis G. Con- 
nelly, The New York Certified Pub 
lic Accountant, April. 

‘*Mechanieal Accounting and the Audi- 
tor,’’ J. S. Stacey, The Accountants’ 
Journal (N.Z.), May. A short but 
interesting comment. 

**Internal Control and Internal Audit- 


ing,’’ T. Reginald Cloake, The 
Canadian Chartered Accountant, 
April. 


In The New York Certified Public Ac- 
countant, July, Ernest C. Carr describes 
work done by the Department of Audit 
and Control in examination of accounts, re- 
porting, and the establishment of uniform 
systems of accounts for local government 
in New York State. 


TECHNICAL ARTICLES 


Useful technical articles are: 

‘“*Hotel Accounting,’’ T. J. Barrett. A 
series of three articles in The Ac- 
countant, 25th February, 4th March, 
and 11th March, describing in de- 
tail a complete systerfi for a hotel 


(Continued on page 429) 


with 400 to 500 letable rooms. 
‘‘Barnaby Goes to School: Changing 
from Hand to Machine Account- 
ing,’’ F,» Clive de Paula, The Ac- 
countant, 29th April. In the form 
of a narrative based on a visit to the 
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Current Problems in Overseas Journals—contd. 
Business Efficiency Exhibition, this 
article has many useful comments 
on punched ecards, listing-adding 
machines, typewriters with adding 
registers, simplifying ledger keep- 
ing, flexibility of systems, installa- 
tion and teething troubles. 

‘*Paralleling Systems for Affiliated Com- 
pany Accounts,’’ W. E. Bandel, 
Cost and Management (Canada), 
April. This describes a system for 
handling in one office by bookkeep- 
ing machine all journals, general 
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ledgers, and subsidiary ledgers of 
four affiliated companies. 


Conventional Book- 
Halliday, The 


Revolution in 
keeping,’ H. B. 
Canadian Chartered Accountant, 
March. This deals with the trend 
towards elimination or condensation 
of journals by posting direct from 
documents. 


‘*Pay Roll Procedures,’’ R. L. B. Joynt, 
and ‘‘Order and Invoicing Pro- 
eedures,’’ R. A. Hicks, The Can- 
adian Chartered Accountant, March. 


“A 
s 


COST ACCOUNTING 


Perpetuating a name which has been 
famous in accounting circles throughout 
the English-speaking world for a very long 
time, F. Clive De Paula, son of F. R. M. 
de Paula, is becoming a regular contribu- 
tor to English accountancy journals. In 
The Cost Accountant, March, writing 
under the caption ‘‘Who Wants What 
Costs?’’ he examines the ways in which the 
accountant may help designers, sales staff, 
production managers, supervisors and fore- 
men, higher management and directors, 
and discusses how and when information 
should be presented to all these parties. In 
The Accountant, 4th March, he has an 
article on ‘‘ Re-designing Financial Records 
to Meet Both Cost and Financial Require- 
ments.’’ Integration of both sets of records 
is desirable. This necessitates a certain 
amount of adjustment of financial records. 
Important features are adoption of the 
principle of accounting by responsibilities 
and the use of control accounts in the finan- 
cial ledger. The article also contains in- 
teresting and most useful descriptions of 
parts of an integrated accounting system, 
such as expense ledgers and accrual 
ledgers. 

In The Cost 
Warwick Dobson discusses whether uni- 
form costing is possible. He enunciates 
principles which should be observed if uni- 
formity is to be achieved, and concludes 
that extensive legislation with the object of 
producing uniformity would probably pro- 
duce the reverse of comparable data. Com: 
plete uniformity, he thinks, is never pos- 
sible on a national or industry basis. It is 
possible in a group of companies or fac- 
tories similar in all respects, and impossible 
in a group of companies or factories dis- 
similar in any respect. 


Accountant, April, R. 


In The Cost Accountant, March, C. G. S. 
Jennings comments on the limited useful- 
ness of product costs. He defines cost con- 
trol as ‘‘the provision of accounts and 
statistics whereby executive action can be 
taken to ensure correlation between expen- 
diture and income.’’ He goes on to give 
examples of problems solved by the appli- 
cation of cost control. Another interesting 
article on cost control is ‘‘Effective Cost 
Control,’’? by Henry C. de Witt, in Cost 
and Management (Canada), March. This 
deals mainly with reporting at six levels: 
shareholders, directors, officers, department 
heads, supervisors and foremen, and opera- 
tors. 

An interesting and ingenious method of 
accounting in terms of both standard and 
replacement material costs is described by 
L. J. Benninger in The Accounting Re- 
view, April. Briefly, the method consists 
of recording purchases of materials at 
actual cost, recording issues of raw 
materials in process at standard cost, and 
transfers from raw materials in process to 
finished goods at the latest invoice cost. 
Differences between standard and latest in- 
voice cost in the raw material and process 
account are carried to a reserve for inven- 
tory price fluctuations. At intervals, fin- 
ished goods account is adjusted to bring 
all finished goods to latest replacement cost 
by carrying the difference to the reserve 
for inventory price fluctuations account. 
At intervals, also, raw materials account 
balance is priced at standard and the dif- 
ference carried to a material price varia- 
tion account. Inventories of raw materials 
and raw materials in process are priced at 
latest cost, and consequent differences in 
these accounts carried to the reserve for 
inventory price fluctuations. Another 
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article on the treatment of variances in the 
standard cost system is by Lawrence L. 
Vance, in The New York Certified Public 
Accountant, March. This is a criticism of 
the conventional method of calculating 
material price variances on the full quan- 
tity consumed and wage rate variances on 
the full time expended. In The Journal of 
Account&ncy, March, Clinton W. Bennett 
describes a method of analysis of costs, 
with particular reference to semi-variable 
costs as an aid to pricing in circumstances 
when prices and volume decline. 

In The Cost Accountant, April, D. L. 
Nicholson, in an article entitled ‘‘ Relation- 
ship Between Time and Motion Study and 
Costing,’’ describes the use of time study 
for collection of standard data for setting 
budgets and production standards, and for 
provision of information regarding vari- 
ances from standards. In The Cost Ac- 
countant, May, J. E. Smith, on ‘‘ Factory 
Organisation,’’ deals with planning of 
equipment, lay-out, production, and con- 
trol—this article should be of particular 
value to students. W. J. Tagtmeier, in 
Cost and Management (Canada), March, 
describes methods of plant cost control 
through weekly departmental budgets es- 
tablished by the use of productive indexes. 
The machinery for construction of budgets, 
their range, classification of costs, service 
departments’ budgets, and graphic 
methods as a means of establishing indexes 
are discussed in some detail. In Cost and 
Management (Canada), Mareh, A. Cohen 
describes the use made by manufacturers 
in Canada of centralised national statistics 
collected by the Dominion Bureau of 
Statistics. The statistics are used in the 
development of operating ratios, market 
analyses, production planning, and quality 
control. George L. Dirks, in Cost and 
Management (Canada), April, points out 
that the measurement of a fair day’s work 
has hitherto received little scientific con- 
sideration. He has arrived at the conelu- 
sion that a fair day’s work standard is 
three-quarters of what experience has 
shown can be done and maintained when 
representative groups of qualified men are 
doing their best. He describes how this 
concept may be used to develop standard 
tables of allowances. 

Other articles of a specialised nature 
which have come under notice this month 
are: 
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*‘Costing of Paper Manufacture,’’ 


George Roddick, The Cost Account- 
ant, May. 
‘¢ Aircraft Manufacturing Cost Control,’’ 
John B. Shallenberger and Dean P. 
Management 


Stowell, Cost and 
(Canada), February. 

‘‘Cost Accounting for Motor Freight 
Lines,’’ Val. B. Lehnberg, The Ac- 
counting Review, April. 

‘*Charting Operating Results for Man- 
agement Control,’’ L. J. E. Troupe, 
The Accountant, 1st April. 

‘*Re-organisation of Cost Systems: A 
Case Study,’’ James Maxwell, The 
Accountant, 8th April. This article 
is an interesting account of steps 
taken to re-organise a cost system in 
an old-established manufacturing 
concern employing 800 people. Fea- 
tures of the re-organisation were the 
elimination of unnecessary clerical 
work, avoidance of the dangers of 
indiscriminate changes, and _insis- 
tence on the importance of prompt 
control of excessive costs and ineffi- 
ciencies. 

‘‘Preparing and Administering a Bud- 
get,’’ The Accountants’ Journal 
(N.Z.), March, April, May, J. V. T. 
Baker, J. M. Robertson, D. R. Hind- 
son. 


The addresses of the publications referred to in 
this article are: 
Cost and Management (Canada), 
66 King Street East, 
Hamilton, 
Ontario, Canada. 
Canadian Chartered Accountant, 
10 Adelaide Street East, 
Toronto, 
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New York Certified Public Accountant, 
677 Fifth Avenue, 

New York 22, N.Y., 
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Accountant, 
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London, England. 
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U.S.A. 
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Menasha, Wisconsin, U.S.A. 
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The ‘‘dollar shortage’’ and other prob- 
lems in the international trade and pay- 
ments position have directed public interest 
towards the international trade and pay- 
ments statements which are published by 
government agencies in many countries. In 
Australia, for example, the size of the ex- 
port income, the terms of trade, the cost of 
imports, and the availability of dollar ex- 
change are all data frequently quoted in 
discussions of the present economic situa- 
tion and development plans. Many of the 
terms used in describing the international 
position and the form of their presentation 
in the form of accounts are related to the 
concepts familiar in commercial and gov- 
ernment accounting practice. However, 
this is often a superficial and misleading 
likeness. In the following, some aspects of 


CURRENT TRANSACTIONS 

(1) Merchandise 

(2) Non-monetary 

(3) Foreign Travel 

(4) Transportation 

(5) Insurance 
Investment Income 


Gold Movement 


aceounts will be dis- 
to general accounting 


these international 
eussed in relation 
concepts. 

The balance of payments refers to the 
international transactions of one country 
with all other countries (or with a group 
of other countries). This balance is usual- 
ly ¢onstructed by making up a receipts and 
payments statement for overseas trade, ser- 
vices, interest payments, and other ‘‘eur- 
rent’’ transactions and showing their 
counterpart as changes in international 
currency reserves and indebtedness. For 
the subsequent discussion here, the balance 
of payments scheme evolved by the Inter- 
national Monetary Fund will be used, 
briefly referred to as the I.M.F. scheme.* 

The summary statement of the I.M.F. 
shows the following main items: 


Net Credit or 
Debit (—) 


Debit 
Payments 


Credit 
Rece ipts 


Government Transactions not elsewhere 


included 
Miscellaneous 
Donations 


TOTAL 


MOVEMENT oF CapiTaL & MoNETARY GOLD 
(11) Long-term Capital, private 
(12) Short-term Capital, private 
(13) 
(14) 
(15) Monetary Gold 


(16) TOTAL 


*See Balance 
Balance of Payments Yearbook 
published in 1949 in Washington. 


of Payments Manual 1948, and 
1938-1946-1947, 
This Yearbook 


Net Movement increasing (+) or decreasing (—) 
Assets Liabilities Net Assets 


Long-term Capital, official and banks . aa 
Short-term Capital, official and banks 


gives the relevant data for the member countries, 
including Australia, and continues the series pre- 
viously published by the League of Nations. 
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The Balance of Payments—continued 

This i$ supplemented by a series of detail 
statements for each major item. The first 
part of the summary is an income/expen- 
diture statement which could, of course, 
also be shown in account form. It suggests 
the picture of a country as a gigantic con- 
cern providing and using goods and ser- 
vices to and from other countries. But this 
‘‘eoncern’’ does not aim at achieving a 
surplus, neither in an individual ‘‘depart- 
ment’’ nor for the whole, nor even neces- 
sarily at balancing income and expenses. 
Credits and debits on merchandise account, 
for example, may be loosely related, in as 
much as exports have imported compon- 
ents (e.g., wheat and wool packs in Aus- 
tralia) or as a balance is sought in trade 
with one country (e.g., Australia’s ill- 
starred Trade Diversion Policy of 1936) ; 
but the credit or debit shown on this (or 
any other) item has a meaning only when 
considered together with all other items. 


Imports are shown as f.o.b. values—this 
practice has been adopted also in Austra- 
lian trade statistics since 1948. For the full 
cost of imports, we must therefore add part 
of items (4) transportation, (5) insurance, 
and (8) miscellaneous (allowance for losses 
and damages borne by importer if payable 
in foreign exchange). For exports, if costs 
are payable to foreign insurers, shippers, 
ete., there will be a corresponding debit 
under items (4) and (5), and damages 
borne by the domestic exporter will appear 
as a debit under (8). However, if freight 
and insurance for imports or exports are 
paid to domestic firms, they will create a 
credit under (4) and (5). In England, for 
example, the foreign exchange cost of im- 
ports is partially offset by earnings on ship- 
ping and insurance accounts, while for 
Australia the demand for foreign exchange 
for imports is substantially increased by 
the supplementary demand on account of 
these services. 

Mercliandise trade, usually the principal 
section of the current payments account, 
ean therefore not be regarded as a complete 
profit/loss account of foreign exchange for 
oversea trade. For balance of payments 
analysis, the relevant figures are the gross 
eredits and debits, not the net balance of 
any one item, because it is not exports that 
*‘pay’’ for imports, not insurance earn- 
ings for premiums paid to foreign insurers, 
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ete., but the pool of all exchange earnings 
pay for total exchange commitments. 


When we look beyond the foreign ex- 
change aspect of imports and exports, the 
difference from commercial expenses and 
income also becomes evident. Exports 
create income at home: foreign buyers pay 
for the wages, profits, ete. of Australian 
producers; and imports have the reverse 
effect. Australia’s export income is one of 
the most important factors in determining 
the level of national income; the large ex- 
port surplus of recent years has greatly 
contributed to the rise in incomes and pros- 
perity generally, and may be compared 
with the record profit of a firm. But a large 
export surplus can become an embarrass- 
ment rather than an advantage, namely 
when local resources of capital and labour 
are fully employed. At that stage its in- 
flationary effect on the home economy may 
have to be counteracted by increased im- 
ports, thus reducing the surplus. To put it 
in another way: imports provide goods and 
services to the economy without requiring 
local labour and ‘capital resources; when 
no such resources are idle at home and the 
economy is well developed, imports are 
essential for the maintenance and raising 
of the standard of living. Exports are 
equivalent to the use of local resources for 
the immediate benefit of other countries; 
they absorb part of the national product, 
while imports are an addition to the capi- 
tal and consumption goods available from 
home production. From that point of view 
imports can hardl¥#be described as costs or 
expenses, or exports as gains. The purpose 
of exports ean be regarded as the earning 
of foreign exchange to pay for imports, 
while in business costs are incurred to earn 
a surplus. 


Items (2) and (9) of the I.M.F. scheme 
require some explanation. While the bal- 
ance of payments generally deals with 
transactions between residents and foreign- 
ers, an exception is made for gold because 
of its monetary character. In the pro- 
ducing country it is regarded as equivalent 
to foreign exchange on delivery to the 
monetary authorities, and as consumed 
when bought from the central bank for in- 
dustrial use. These movements are shown 
as current transactions, as distinct from 
monetary gold movements included in item 
(15). Item. (9), donations, includes what 
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The Balance of Payments—continued 

is also known as unilateral transfers. They 
are compensatory entries for that portion 
of imports and exports which are gifts in 
kind, such as UNRRA aid, lend-lease, etc., 
or for changes in monetary reserves arising 
from money gifts and reparations or 
migrants’ remittances. 


The second part of the payments balance, 
the capital account, includes all financial 
transactions as distinct from real transac- 
tions and donations recorded on current 
account. Financial transactions are reflec- 
ted in changes in foreign ‘‘investment,’’ 
defined as financial claims on and by 
foreigners, real property abroad owned by 
residents, and the transfer of machinery, 
raw materials, ete. between parent concerns 
and subsidiaries. The purchase of stocks 
of finished goods held abroad and the sale 
of such stocks to foreigners are treated as 
current transactions (imports or exports) 
even if these stocks are not shipped during 
the period. 


The capital balance shows changes in in- 
ternational assets and liabilities resulting 
from the flow of goods and services or from 
capital transactions themselves. It thus 
resembles a commercial balance sheet, 
though drawn up in the form of movements 
over a period instead of absolute figures for 
assets and liabilities. In both cases the sur- 
plus of assets over liabilities (or vice versa) 
for the period agrees with the balance on 
the complementary account—profit and 
loss and current transactions respectively. 
However, there are important differences. 
On the liabilities side, the capital balance 
of payments by its nature shows only loan 
capital ; foreigners may have a proprietary 
share in private enterprises, but for the 
national account they are simply creditors 
similar to foreign bondholders. For the 
sapital balance as a financial record, the 
principal division is made between long- 
term and short-term investments; long- 
term is defined in the I.M.F. scheme as in- 
vestments without maturity (e.g., shares) 
or maturing more than twelve months after 
the obligation was incurred or short-term 
investments in default. The further div- 
ision of investments under the agency 
headings of ‘‘private’’ and ‘‘official and 
banking’’ as used by the I.M.F. is designed 
for its own purposes. Previously the usual 
distinction was between private and gov- 
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ernment investment. The distinction be- 
tween long- and short-term investments 
bears resemblance to commercial practice, 
although there it is usually not so clear-cut 
on strictly formal lines. 


As the balance of payments deals mainly 
with financial investments, valuation prob- 
lems are not of the same importance as in 
the commercial accounts. For long-term in- 
vestments, value changes due to deprecia- 
tion or appreciation of foreign currencies 
are not taken into account until the debt 
is paid, and changes in the market value of 
securities are disregarded until the securi- 
ties mature or are sold; only receipts and 
payments during the period are shown. 
For example, the increase in Australia’s 
dollar debt, in terms of £A, through the 
devaluation of 1949 will not be shown until 
the debt is repaid, while interest payments 
on this debt are, of course, entered on cur- 
rent account at the exchange rate prevhil- 
ing at date of payment. Short-term invest- 
ments are shown at current values; changes 
in the exchange in that case are recorded 
whenever they occur as a gain or loss in 
assets or liabilities, and bad debts are writ- 
ten off when oceasion arises. The balance 
of payments is concerned with the past and 
the present position, not with the future. 
Values are given as at a date (date of in- 
currence for long-term investments) with- 
out provision for future contingencies. 


The balance on capital account equals 


that on current account, and is often 
spoken of as the ‘‘surplus’”’ or ‘‘deficit’’ of 
the balance of payments. It has already 
been mentioned that such a surplus or 
deficit in national accounts differs in 
character from the result of an individual 
concern. The balance of payments does not 
aim at showing a profit or loss, but an 
analysis of sources and uses of foreign ex- 
change. It can yield a number of signifi- 
cant results. The separate balances of each 
item or group of items might be of interest, 
e.g., the group referring to foreign trade, 
the balance of interest ete. paid and re- 
ceived (item 6), the balance of gifts 
granted and received (item 9), and the 
movements of international indebtedness. 
Of the latter, the changes in the short-term 
capital and gold position are of particular 
interest; the principal (but not the sole) 
item here in Australia are the so-called 
London funds, as held by the Central 
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The Balance of Payments—continued 

Bank. They indicate the trend in the cur- 
rent exchange position, that is funds 
readily available to meet an excess of de- 
mand over current supply of foreign ex- 
change. But London funds can be used as 
such an indicator only when allowance is 
made for the present limits on currency 
transferability and for express or implied 
undertakings to the British authorities to 
restrict drawings on these funds under 
present conditions. 

Until recently it was generally assumed 
in balance of payment analysis that the 
surplus or deficit in the two sections was 
the most significant factor in determining 
the degree of balance in a country’s inter- 
national transactions. However, since the 
war it has been found that while this figure 
summarizes the change in the foreign capi- 
tal position, other factors also have to be 
considered when gauging the exchange 
position. The question of transferability 
has already been mentioned. But also, with- 
in the balance of payments, we have seen 
that current transactions include under 
‘‘donations’’ international gifts of the 
lend-lease or E.R.P. type, which partly 
offset the demand for exchange for imports. 
Goods and services alone also do not com- 
pletely indicate the supply or demand for 
foreign exchange, because the independent 
flow of private international investment 
and other factors have to be considered. 

The International Monetary Fund has 
attempted to evolve a new standard of 
measurement for the degree of balance in 
international payments with the concept 
of ‘‘compensatory official financing’’—that 
is, the financing by monetary authorities 
for the provision of exchange in covering 
a surplus or deficit in the rest of the pay- 
ments balance. The I.M.F. takes changes in 
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international Central Bank reserves, to- 
gether with grants and loans made, to rec- 
tify a lack of balance in the exchange posi- 
tion and drawings on I.M.F. resources. 
This ‘‘ecompensatory financing’’ is in con- 
trast to non-compensatory ‘‘special official’’ 
transactions, such as voluntary loan repay- 
ments, reparations, and development loans 
which have in common that they are not 
the direct result of pressures on the pay- 
ments balance. By regrouping the items 
accordingly, it can then be shown how 
much compensatory financing was required 
to meet the balance of supply and demand 
from ‘‘normal’’ transactions (balance of 
current transactions, excluding grants, to- 
gether with the balance of special official 
transactions and private capital move- 


ments). It is thought that this new method 
will give a moré accurate picture of a 
country’s exchange position than the bal- 
ances previously used for that purpose. 


We have seen that although the concepts 
used in the drawing up of the balance of 
payments and its groupings have some out- 
ward likeness to accounting terms, they 
differ substantially in meaning and pur- 
port. The figures published in Australia 
at present for the international trade posi- 
tion and movements in international re- 
serves do not give a complete picture of 
the exchange position. In recent years 
some very summarized statements of the 
balance of payments have been published 
(with the White Paper on National In- 
come) ; more detailed figures for Australia 
since the war are available only in the 
Balance of Payments Yearbook of the 
I.M.F., and it is to be hoped that they will 
soon be included in Australian official pub- 
lications and thus become accessible to the 
general public. 








November, 1950 


The Australian Accountant 


THE PROFITGRAPH AND THE 
BREAK-EVEN CHART 


by 


G. T. WEBB, B.COM., A.I.C.A., A.C.A.A. 


Following the publication of my article 
on “The Profitgraph—Sales, Costs and 
Profits,’’ in The Australian Accountant. of 
May 1948, I have read with interest the 
views of Mr. Scott! and Mr. Forster? on 
the subject of the profitgraph and break- 
even charts, and the reprint of Professor 
Dean’s article on break-even charts*. 

The purpose of my article was to ques- 
tion, in view of the increase in the use 
of the profitgraph in accountancy studies 
in Australia, the validity of the basic 
assumption underlying the construction 
of this diagram, namely, “that prices and 
average variable costs are constant, no 
matter by how much volume expands.” * 
That is, the points with which I was con- 
cerned, and to which I would still draw 
attention, are the following: 

(1) whether the total cost and revenue 
lines can be represented by straight 
lines, or whether these lines should 
be curved, and 
the extent to which individual 
manufacturers can increase profits 
by a large increase in the volume 
of sales. 

Although break-even charts are usually 
drawn with straight lines for total cost 
and revenue, in some cases it is indicated 
that these lines may be curved. Thus the 
Report of the Cost Accounting Sub-com- 
mittee of the Taxation and Financial Re- 
lations Committee of the Institute of 
Chartered Accountants in England and 
Wales includes a break-even chart with a 
note to the effect that “the above figure 
has been simplified by the use of straight 
lines which in practice would be curved.’’ ® 

Chart 18, entitled “Analysis of sales, 


(2) 


1Walter Scott, ‘‘The Profitgraph,’’ The Aus- 
tralian Accountant, March 1949, pp. 69-81; and 
‘*Comments on Notes on the Profitgraph,’’ by 
Mr. Forster, The Australian Accountant, June 
1949, p. 199. 

* A. Forster, ‘‘ Notes on the Profitgraph,’’ The 
Australian Accountant, June 1949, pp. 197-9; and 
‘*Break-even Analysis, Break-even Charts and 
Profitgraphs,’’ The Australian Accountant, Octo- 
ber 1949, pp. 359-60. 

%Joel Dean, ‘‘Cost Structures of Enterprises 
and Break-even Charts,’’ reprinted in The Austra- 
lian Accountant, October 1949, pp. 361-8, from 
The American Economic Review, May 1948, 





costs and profits,” in Professor Neuner’s 
Cost Accounting, shows the sales line as 
curved and the total cost line as rising by 
a series of steps. Discussing the sales 
curve in this diagram, Professor Neuner 
states: “The OS line, which is represented 
as a third degree curve, represents total 
sales receipts and is merely a special way 
of drawing a demand schedule for the 
product. Such a curve indicates what the 
total ‘sales’ figure would be at various 
quantities and is curved since the selling 
price cannot remain constant at every 
possible sales volume—there is always a 
point beyond which additional sales are 
to be had only by reducing prices. The 
curve tends to flatten toward the right of 
the chart, since there is some point at 
which the additional customers gained by 
reducing prices are not sufficient to offset 
the loss in total sales value due to price 
reductions.” ® 

The break-even chart illustrated in the 
article in Fortune to which Mr. Forster 
has referred, uses straight lines, but the 
use of the straight lines in this case is 
qualified by the following statement in 
the text: “The total expense line, for ex- 
ample, is simply a straight line drawn 
from fixed costs at volume zero through 
total cost at current volume. No attempt 
is made at curvilinear refinement because 
cost figures are themselves mere approxi- 
mations. Nor can valid deductions be 
drawn from a_ break-even chart at 
volumes widely different from that on 
which th2 chart is based.” * 

Taking the total revenue line first, it is 
necessary to recall that the shape of this 
line will be different under conditions of 


pp. 153-164. (For discussion on this article of 
Professor Dean’s see pp. 165-171.) 
*W. Prest, ‘‘Influence of Volume on Cost Price 


the Austral 
Melbourne, 


Cost Bulletin No. 15, 
Cost Accountants, 


and Profit,’’ 
asian Institute of 
May 1948, p. 7. 

>The Institute of Chartered Accountants in 
England and Wales, ‘‘Developments in Cost Ac- 
counting,’’ London, 1947, p. 19. 

* John J. W. Neuner, Cost Accounting, Chicago, 
1939, pp. 681-2. 

7**How to tell where you break even,’’ Fortune, 
February 1949, p. 83. 
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Profitgraph and Break-even Chart—continued. 
imperfect or monopolistic competition 
than under pure competition. In the lat- 
ter case the total revenue line will be 
straight—‘“price remains constant for any 
output” *—whereas in the former case the 
total revenue line will be curved—‘“prices 
must be assumed to diminish as volume 
increases, and this implies that the total 
receipts increase less than proportionately 
with output.” ® However, the break-even 
chart as usually drawn, represents a state 
of pure competition, as “the slope of the 
income line is based on the assumption 
that the products will sell at the same unit 
price throughout the entire range of out- 
puts.” 1° 

As regards the total cost line, this rep- 
resents the aggregate of fixed and vari- 
able costs. In the break-even chart as 
usually drawn, the variable are 
assumed to vary directly with produc- 
tion, so that “although total variable 
cost inereases as volume _ increases, 
average variable cost is constant.” }* The 
fixed costs are usually assumed to be 
“more or less constant, regardless whether 
the business volume is high or low,” !* and 
are usually represented as being constant 
for all ranges of output covered by the 
break-even chart. 

Under pure competition the variable 
costs may vary directly with production, 
but it is unlikely that output could be in- 
ereased indefinitely without incurring 
additional fixed expenses. In his diagram 
Professor Neuner shows variable costs as 
varying directly with production, but 
shows increased fixed expenses at the ex- 
treme right of the diagram, “due to the 
increased fixed costs of additional equip- 
ment required to maintain the extremely 
high level of production.” !* 


costs 


Under imperfect or monopolistic com- 
petition allowance should be made not 
only for additional fixed costs if output 
increases far beyond normal, but also for 


* Neuner, op. cit., p. 683; see also E. H. Cham- 
berlin, The Theory of Monopolistic Competition, 
fifth edition, Cambridge (Mass.), 1946, p. 17. 

® Prest, op. cit., p. 4 (see also diagram on p. 5). 

Walter Rautenstrauch, The Economics of 


927 
ol. 


Business Enterprise, New York, 1939, p. 2 

™ See Neuner, op. cit., p. 681; and Felix Bar- 
dach, ‘‘Graphical Method for Finding the Break- 
even point,’’ The Office, November 1948, p. 49. 

* Prest, op. cit., p. 4. 

* Bardach, loc. cit., p. 49. 
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the increased selling and advertising costs 
which must be incurred to dispose of the 
larger output. In such ease, while it is 
possible that average manufacturing costs 
might not increase with a larger output, 
an inerease would eventually occur in 
average selling costs.1° The break-even 
chart, of course, includes all costs, includ- 
ing selling costs.1* Two recent statements 
on this subject are of interest; the first by 
the Professor of Accounting in the Uni- 
versity of Southern California. 

Professor Devine, after pointing out 
that “the break-even point has received 
considerably more attention than it de- 
serves,” ?* has stated that “businessmen 
often place emphasis on sales volume and 
disregard the effects of volume on profit. 
The profit chart should aid in the corree- 
tion of this attitude, but unfortunately 
emphasis on volume is sometimes in- 
creased by the use of improperly prepared 
charts. Practically all profit charts are 
based on the assumption of a proportional 
or linear relationship of variable costs to 
sales. As a result the reader is ofi-en justi- 
fied in believing that the largest net profit 
results from operations at full capacity. 
It is true that planned selling prices may 
remain constant, but it must be recog- 
nized that large increases in units sold 
often require reductions in sales prices or 
substantial increases in selling costs.” !8 

Mr. Kempster has also pointed out that 
“A note of warning should be sounded 


against drawing over-simplified conclu- 
sions from the construction and use of 


break-even charts.”?® However, as re- 


gards variable costs, Mr. Kempster stated 
that “in the economic research which has 
been done on cost, one of the important 
points which has been at stake is the ques- 
tion of whether unit variable costs fall 
and then rise with expanding output or 
are constant in their variability. Putting 
it another way, this is the same question 
as whether total variable costs should be 


* Neuner, op. cit., p. 681. 

"* See Chamberlin, op. cit., p. 136. 

See Rautenstrauch, op. cit., p. 231. 

7 C. T. Devine, in Handbook of Cost Accounting 
Methods, edited J. K. Lasser, New York, 1949, 
p- 118. 

*Tbid., pp. 119-20. 

* John H. Kempster, ‘‘Break-even Analysis— 
Common Ground for the Economist and the Cost 
Accountant,’’ N.A.C.A. Bulletin, February 15, 
1949, p. 720; see also pp. 714-5 and 719. 
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Profitgraph and Break-even Chart—continued. 
in diagrammatic presentations. Some- 
what contrary to theory, the research in- 
vestigations of economists have concluded, 
in general, that unit variables are con- 
stant throughout the relevant ranges of 
volume, that is, total variable costs in- 
crease at a constant rate. This conclusion 
is of particular. importance to accountants 
because straight lines are _ typically 
assumed as reasonably representative of 
the cost-output relationship in break-even 
analysis.” 7° 

No references are given by Mr. Kemp- 
ster for his statement that research by 
economists has resulted in the conclusion 
that “total variable costs increase at a 
constant rate.” As already pointed out, 
it is possible that variable manufacturing 
costs may behave in this way, but it is 
difficult to see how this could be so for 
total variable costs (which include selling 
costs) for any significant increase of out- 
put, under conditions of imperfect com- 
petition. 

The following suggestions are offered 
concerning the presentation of these 
diagrams: 

(1) To drop the name “profitgraph” in 
favour of “break-even chart.” (This ap- 
pears to be the tendency overseas. ) 

(2) That in the form in which the 
break-even chart is usually drawn, the 
assumptions underlying the construction 
of the diagram should be recognized, i.e. : 

(a) variable costs increasing directly 

in proportion to increases in turn- 
over ; 

(b) fixed costs unvarying for all ranges 

of turnover; 

*Thid., p. 712. 


* Kempster, op. cit., p. 714. 
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(c) unchanging unit sales price irres- 
pective of volume of sales; and 

(d) “that the product mix is essentially 
constant throughout the relevant 
ranges of output.” 7! 


(3) That where actual conditions differ 
from the simplified ones on which a break- 
even chart has been constructed, care 
should be exercised in drawing conclu- 
sions as to the effect an increase in sales 
will have on profits. 

(4) That with the break-even chart as 
usually drawn, great care should be taken 
in interpreting results to the right of the 
break-even point. Whilst the chart may 
prove of value on the effect of changes of 
volume in the area around the break-even 
point, the information becomes less re- 
liable as turnover increases to any extent 
beyond the break-even point. It is diffi- 
cult to see how statements such as the fol- 
lowing, attributed to these charts, can be 
justified: “For any volume of sales we 
find the corresponding profits; or for 
any desired profit we find the required 
sales.” 2? 

(5) That where the break-even chart is 
intended to represent actual conditions 
under imperfect competition, the total 
revenue and cost lines should be curved. 


If accountants can demonstrate that 
break-even charts constructed with 
straight lines for total cost and revenue 
correctly represent the actual position for 
possible ranges of output for all firms, 
every opportunity should be given for dis- 
cussion, as it is not the view generally 
held by economists.** 


2 Bardach, loc. cit., p. 51. 
3 See Prest, op. cit., p- - 


BOOK REVIEWS 


Practical Book-keeping and Accounting: by L. J. Norrucort, F.c.a. and C. 5. For- 
SYTH, F.c.A.; Odhams Press Limited, Long Acre, London, 1949. Pp. 576. 


The authors 
which, in their words, ‘‘has been written 
as a practical handbook for those who are 
concerned with the keeping of business 


have produced a_ work 


accounts.’’ In an attempt to cater for the 
requirements of students, a selection of 
questions drawn from recent examination 
papers has been added to each chapter, and 
a ‘‘key to answers’’ sets out references to 


the text and: where necessary, key figures 
to solutions. 

The approach to the explanation of ac- 
counting procedure is conventional. The 
authors ‘‘do not favour the practice which 
has grown up in recent years of trying to 
teach the principles of profit and loss ac- 
counts and balance sheets before consider- 
ing the detailed records from which they 
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spring.’’ The first seven chapters are de- 
voted to a detailed consideration of the 
principles of double-entry book-keeping. 

Three chapters are then devoted to the 
subject of partnership law and accounting. 
The following four chapters dealing with 
the principles of company law and account- 
ing are of particular interest because of 
their treatment of the provisions of the 
Companies Act 1948, which resulted from 
the Cohen Report. The problems created 
by this Act have not yet been faced by 
accountants in Australia, but they are, 
nevertheless, of great interest. 

The last nine chapters of the book are 
devoted to certain specialised aspects of 
book-keeping, and include the elements of 
cost accounts, the principles of machine 
accounting, and the subject of insolvency 
and liquidation. The subject of cost ac- 
counting is disposed of in 25 pages, and 
many aspects of accounting such as ac- 
counts of executors and trustees are ex- 
cluded from the scope of the work. 


‘ 
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A pleasing feature of the work is that 
in branches of accounting subject to 
statutory law the authors have combined 
the subjects of law and accounting to the 
extent of the knowledge of law required 
by accountants. Australian readers will 
realize that the text is written to conform 
with English legislation, and may differ 
from our requirements. 

There are some noticeable respects in 
which the book does not conform to accep- 
ted practice, such, e.g., as the use of the 
term ‘‘reserve for bad and doubtful debts’’ 
and the showing of closing stock on the 
credit side of trading and profit and loss 
statements. 

It may be questioned whether it is wise 
to attempt the whole range of book-keeping 
and accounting in one volume. The risk is 
that no one aspect is covered adequately. 
Accounting is now a highly technical and 
specialised art, and specialised books on 
particular aspects are now rapidly replac- 
ing the old ‘‘omnibus’’ volumes. 

—R. B. BRENNAN. 


Wages and Salaries Recording and Distributing Methods: J. H. Burron; Gee and 
Company (Publishers) Ltd., London, 1950. Pp. 48, price 9/6. Our copy from 
The Law Book Co. of Australasia Pty. Ltd. 


As every accountant knows, expendi- 
ture on wages and salaries is a large part 
of the total expenditure of most business 
concerns. It is a particularly troublesome 
part also, because of the necessity to keep 
personal records in order to comply with 
labour legislation and with income tax 
regulations, of the peculiar risks of fraud, 
or of disputes in connection with the pay- 
ments, and of the problems of distribution 
or allocation of labour cost to cost units. 

Hitherto every standard work on cost 
accounting has given special attention to 
the methods of recording and distributing 


A System of Industrial Administration: Epwarp E. WEeEssTER; 


labour cost, but, so far as is known, this 
is the first attempt at a comprehensive 
treatment of the whole procedure, from 
the prime records through to the cost ac- 
counts. It is concisely but clearly written, 
and contains an appendix of specimens of 
such forms as job time sheets, weekly time 
sheets, pay slips, personal records, wages 
pay sheets, superannuation fund personal 
records, tax deduction cards, and wages 
envelopes. Altogether it is a most inter- 
esting and useful little book on a vitally 
important aspect of accounting. 
A.A.P. 


Jee and Company 


(Publishers) Ltd., London, 1950. Pp. 120, price £1/12/9. Our copy from The 
Law Book Co. of Australasia Pty. Ltd. 


This is a description of a system in 
operation in a medium-sized British con- 
cern in the engineering industry. The 
description, as will be gathered from the 
small size of the book, is highly condensed 
—in some parts so much so that it is to be 
feared it would be difficult to follow for 
one not already familiar with production 
control and cost accounting procedures. 

It is, moreover, rather surprisingly 
in the light of the title, almost entirely 


descriptive and with little or no philo- 
sophie discussion of underlying theory. Of 
the 120 pages, some 40 are devoted to 
accounting for wages, including 26 pages 
of forms used in the United Kingdom in 
connection with workmen’s compensation 
Acts and statutory regulation under the 
Factories Act. Perhaps the most useful 
feature of the volume is tthe numerous 
specimens of forms of other records used 
throughout the works. A.A.F. 
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COMMONWEALTH INSTITUTE 
OF ACCOUNTANTS 


EXAMINATION ENTRANCE REQUIREMENTS 


Particulars of revised entrance require- 
ments for the examinations of the Insti- 
tute, to come into operation on Ist Janu- 
ary 1952, together with the reasons which 
led General Council to raise the standard 
of those requirements, were set out in the 
July 1949 issue of The Australian Account- 
ant. 

It was then announced that the stan- 
dard would be raised from Intermediate 
to Leaving Certificate standard for 
students under the age of 21 years, and 
that a Preliminary Examination in 
English Expression and Mathematics 
would be conducted for a period of two 
years for students over the age of 21 years 
who had not obtained their Leaving Cer- 
tificate. The Preliminary Examination 
was to be discontinued after 3lst Decem- 
ber 1953. 

Further consideration has since been 
given to the desirability of the Institute 
continuing to conduct a Preliminary Ex- 
amination, and it has been decided that 
this should be dispensed with. At the 
same time, the opportunity was taken of 
clarifying some of the decisions previous- 
ly announced. General Council has now 
adopted the following provisions in sub- 
stitution for those published in the July 
1949 issue of The Australian Accountant. 


(a) From lst January 1952 to 31st De- 
cember 1953 the entrance requirements 
shall be: 

(i) At least the subject of English 
and a branch of Mathematics of 
Leaving Certificate standard for 
students under twenty-three (23) 
years of age at the time of com- 
mencing the examinations of the 
Institute. 

At least the subject of English 
of Leaving Certificate standard 
for students over twenty-three 
(23) years of age at the time of 
commencing the examinations, 
provided that the Board of Ex- 


aminers shall have discretionary 
power to grant exemption in 
cases where the subject has not 
been passed. 

(b) From Ist January 1954 the en- 
trance requirements shall be: 

(i) The full Leaving Certificate for 
students under twenty-three (23) 
years of age at the time of com- 
mencing the examinations. 

(ii) At least the subject of English of 
Leaving Certificate standard for 
students over twenty-three (23) 
years of age at the time of com- 
mencing the examinations, pro- 
vided that the Board of Exam- 
iners shall have discretionary 
power to grant exemption in 
eases where the subject has not 
been passed. 

(c) As from Ist January 1952 no pre- 
liminary examination shall be conducted 
by this Institute. 

The proposed requirements accept the 
view that no good purpose would be 
served by the Institute conducting a Pre- 
liminary Examination after Ist January 
1952, as any arrangements it could make 
would duplicate those existixg for the 
Leaving Certificate. In other words, a 
student can just as well sit for Leaving 
Examination subjects as for Institute 
examinations of equivalent standard. 
Preparation for Leaving Certificate exam- 
inations can be undertaken by evening 
studies, and the examinations can be 
taken as single subjects. In this respect 
there is no difference from preparing and 
sitting for an Institute entrance examina- 
tion of equivalent standard. 


It will be seen that the revised pro- 
visions not only clarify the issues, but 
liberalise them to the extent of substitut- 
ing the age of 23 years for that of 21, and 
limit the requirement of the full Leaving 
Certificate to students under 23 years of 
age after lst January 1954 only. 
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LEGAL ,SECTION 
Edited by 
J. M. GREENWOOD, LL.B., F.I.C.A. 


FAILURE OF TRUST OF LIFE POLICY 


In 1923 ‘‘C”’ insured his life for £5,000 
with the State Government Insurance 
Office, Queensland, and executed a ‘‘bene- 
ficiary of trust’’ deed under which on his 
death the proceeds were to pass to his 
widow, who should hold them on trust to 
pay the death duties. ‘‘C’’ paid all the 
premiums until his death in 1944. Evi- 
dently it was hoped by this means wholly 
or partly to avoid death duties on the 
policy moneys. Held by the High Court, 
that such moneys were wholly dutiable 
under s. 8(3)(b) of the Commonwealth 
Estate Duty Assessment Act as part of 
**C’s’’ estate, and that the widow only held 


them in trust for ‘‘C’s’’ personal repre- 
sentatives. Any surplus returned to her 
after payment of duties came to her as 
beneficiary under ‘‘C’s’’ will and not by 
virtue of the policy. (Williams and Ors. v. 
F.C. of T. (not yet reported).) Semble, 
the plan would have largely succeeded if 
the legal obligation to pay duties had not 
been imposed on the widow. The policy 
moneys of £5,000 would then have been 
caught by s. 8 (4)(f), but the deduction 
allowable under s. 8 (4A) would have been 
£4,652, being the amount which, if in- 
vested at 3% p.a. at the commencement of 
the policy, would have produced an amount 
equal to the proceeds at date of death. 


BANKRUPTCY: WHETHER DAMAGES RECOVERED 
AVAILABLE FOR CREDITORS 


The Commonwealth Bankruptcy Act, by 
s. 63, proviso, permits a bankrupt to con- 
tinue actions for his own benefit for any 
personal injury or wrong done to himself 


or any member of his family. A recent ex- 
ample of such an action is found in Re 
Kavanagh, |1949| 1 All E.R. 39, where the 
conflicting claims of bankrupt and trustee 
led to an apportionment of the damages 
recovered. 

**K,’’ a bankrupt, sued her former solici- 
tor, ‘‘B,’’ alleging that he had divulged 
confidential information, causing her irre- 
parable loss of credit and reputation and 
preventing her from managing her finan- 
cial affairs so as to avoid bankruptcy. ‘‘B”’ 


paid £1,000 into Court pending a decision 
as to whether ‘‘K’’ or her trustee in bank- 
ruptcy was entitled to it. ‘‘K’’ agreed that 
she would have become bankrupt in about 
a fortnight anyway, but contended that 
‘*B’s’’ acts had not resulted in any damage 
to her property, and the whole sum was 
attributable to damage to her personally 
in respect of her credit and reputation and 
was therefore payable to her. The trustee 
argued that there was no damage to her 
eredit or reputation in view of her impend- 
ing bankruptcy, and he claimed the £1,000. 
Held (Court of Appeal), that the £1,000 
should be divided equally. 


BOARD OF REVIEW DECISION — GIFT DUTY 


In 1935 ‘‘A’’ ereated Settlements Nos. 1 
and 2, reserving to himself a life interest 
in No. 1. His children were the remainder- 
men in No. 1 and life tenants in No. 2, with 
powers of appointment. In 1946 a supple- 
mental deed, to which ‘‘A,’’ the trustees of 
the two settlements, and ‘‘the beneficiaries 
under Settlement No. 2’’ were parties, 
transferred certain shares from No. 1 to 
No. 2 ‘‘as advancements for the benefit of 
the beneficiaries’’ (presumably of No. 1). 
Gift duty was assessed on the value of 


‘*A’s’’ life interest in the assets trans- 
ferred. 

The Board relied on the consent required 
of ‘‘A’’ by the Trustee Act (N.S.W.), s. 
44 (5), without which no payment or ap- 
plication of capital money could be made, 
and found an intention by ‘‘A’’ to dimin- 
ish the value of his property and to in- 
crease the value of the property of the 
beneficiaries ‘‘to the same extent.’’ This 
was held to amount to a disposition of 
property within the principles enunciated 
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in Grimwade v. F.C. of T. (1949), 78 
C.L:R. 199, especially per Latham, C.J., 
and Webb, J., at p. 215. The assessment 
was therefore confirmed. (Ref. G.4/1948.) 


The Board rejected a submission that no 
disposition of property other than by way 
of ‘‘conveyance, transfer, assignment, set- 
tlement, delivery, payment or other aliena- 
tion of property’’ would attract duty—in 
other words that paras. (a) to (f) of the 
definition of ‘‘disposition of property’’ are 
qualified by the opening words of the defi- 
nition in s. 4. 


As a corollary to this decision it seems 
that if ‘‘A’’ had set up Settlement No. 1 
after gift duty commenced, the value for 
duty would have been the value of the 
assets settled less the value of ‘‘A’s’’ life 
estate. This confirms a note in Seletto’s 
Law of Gift Duty in Australia, under s. 18, 
example (b), on p. 46, reading: ‘‘gift duty 
upon the full value of the property, subject 
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to the life interest, but free from the con- 
tingencies, ete., becomes immediately pay- 
able.’’ 

The decision in this case may be com- 
pared with that given by the High Court 
in West v. F.C. of T., an estate duty ease, 
reported in the May issue of this journal. 
Assets were transferred from one trust to 
another by a deed to which a life tenant 
in the former trust was a party. The Com- 
missioner contended that the life tenant 
had made a settlement by giving consent, 
but this view was unanimously rejected, 
Latham, C.J., stating that ‘‘that interest 
(i.e., of the life tenant) was an interest in 
income for her life. She did not have any 
interest in any property of which she made 
a disposition by means of the settlement.’’ 

The distinction between the two cases 
appears to lie in the fact that the trustees 
in West’s Case were under an imperative 
direction by the original settlor to execute 
the settlement, so that the life tenant’s in- 
terest was limited at the outset. 


PERPETUAL RENEWAL OF LEASES 


A lease contained the following option 
of renewal: ‘‘The landlord will on the writ- 
ten request of the tenants grant to 
them a tenancy of the . . . premises for the 
further term of three years . . . and con- 
taining the like agreements and provisions 
as are herein gontained (including the 
present covenant for renewal) .’ The 
lessee contended that this was a covenant 
for perpetual renewal. Held (by the Court 
of Appeal), applying Hare v. Burges 
(1857), 27 L.J. Ch. 86, that on its true con- 
struction the lease was a perpetually re- 
newable lease within s. 145 of the English 


Law of Property Act 1922, and so, under 
the special provisions of that Act, took 
effect as a demise for 2,000 years.. Held 
also that the covenant was a covenant run- 
ning with the land and the benefit of the 
option to renew was not limited to the 
original tenants, but enured for the 
assignee. 

It is pointed out in Halsbury’s Laws of 
England, 2nd edn., vol. 20, p. 154, that a 
covenant for perpetual renewal is not open 
to objection under any rule against per- 
petuities unless the persons entitled to re- 
newal are an unascertained class. 


HOW ENGLISH IS MADE 


An illiterate testator left to his two sis- 
ters ‘‘all my belongings.’’ 

Romer, J., held that ‘‘ ‘belongings’ has 
a secondary or special meaning of its own 
now which has removed it from the mean- 
ing it originally had and that. . . it cannot 
be applied to property other than personal 
property.’’ Therefore, a freehold cottage 


(Re Price 
and Ors., 


was not covered by the will. 
(deceased); Wasley v. Price 
[1950] 1 All E.R. 338.) 

As Lionel Elvin observed (in The Sec- 
retary, June, 1950) : ‘‘Language is spoken 
first, and written next, and it is analysed 
by grammarians only afterwards.’’ 


LIABILITY WHEN PACKING CASES CONTAINING INFLAMMABLE 
MATERIALS DELIVERED TO WRONG ADDRESS 


Five packing cases containing danger- 
ously inflammable celluloid film scrap were 
delivered in error by the defendants to the 
plaintiff’s premises. No wavning of their 
dangerous contents was given, but the 


plaintiff’s foreman recognised the material 
as inflammable and dangerous when some 
of it was taken out of one of the cases. He 
warned the workmen in charge of the cases 
not to smoke near them, instructed them to 
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replace the scrap and remove the cases to 
the yard, and arranged with the defen- 
dants to deliver the cases to their proper 
destination 150 yards away. Before the 
cases were moved a typist employed by the 
plaintiffs approached the scrap while hold- 
ing a lighted cigarette, and it exploded, 
causing serious damage. 


Held, it was the duty of the defendants 
not to deliver this inflammable material 
without warning in such circumstances 


RECTIFICATION OF DEED 


A husband covenanted to pay his 
divorced wife a sum of ‘‘£1,000 per annum 
free of British income tax up to but not 
exceeding 7s. 6d. in the £.’’ The legal effect 
of this was that ‘‘the right of the wife was 
limited to receiving £1,000 less income tax 
on that figure, and not a gross sum free of 
tax, and it was the right, and, indeed, in 
strictness, the duty of the husband to de- 
duct the tax.’’ For a time, the husband 
was allowed to deduct for sur-tax purposes 
a sum, which, after deduction of tax, would 
leave £1,000. The inland revenue authori- 
ties later noticed the error and reduced his 
deduction. The parties then executed a 
supplemental deed whereby it was agreed 
that the original deed should be treated as 
rectified by the substitution of the words 
‘*such an annual sum as after deduction 
of British income tax at a rate up to but 
not exceeding 7s. 6d. in the £ will leave the 
sum of £1,000 per annum.’’ The Court’s 
approval of the rectification was then 
sought so that the husband might be en- 
titled to claim the full deduction for sur 
tax. 

Held (in the Court of Appeal), in view 
of the supplemental deed of March 30, 
1948, there was no issue between the parties 
as to their rights inter se, and the Court 
would not grant the discretionary remedy 
of rectification. Per Sir Raymond Ever- 
shed, M.R.: ‘‘The only real point of sub- 
stance is, indeed, that ... the position of the 
husband as regards a third party, viz., the 
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that damage might result from some mis- 
chievous or foolish act of a person on the 
plaintiffs’ premises; the onus was on the 
defendants to prove that the damage was 
caused, not by their negligence, but by a 
novus actus interveniens, namely that the 
typist deliberately set the scrap alight. 
There being no evidence of this, the plain- 
tiffs were entitled to succeed on the ground 
of the defendant’s negligence. (Philco 
Radio and Television Corporation of Great 
Britain Ltd. v. J. Spurling Ltd. and Ors., 
[1949] 2 All E.R. 882.) 


TO AVOID INCOME TAX 


taxing authorities, has been adversely 
affected. The ground, therefore, on which 
I prefer to base my conclusion is . . . that, 
having regard to the rectification deed 
which followed the absence, and was a con- 
sequence of the absence, of any issue at any 
time between the parties as to their real 
rights inter se under the arrangement 
which took the form of this deed, it seems 
to me that the necessary condition for the 
reforming powers of the court are absent. 
. .. There is, in truth, before the court no 
person interested on whose conscience it 
is suggested that a court of equity should 
operate in ordering rectification. . . . I 
agree that on the facts the’ case has worked 
somewhat of a hardship on the husband, 
and, -had he, having got the document in 
this form, stood on the strict rights which 
it conferred, there is no doubt, I assume, 
that the other party, namely, the wife, 
could successfully have sued him for recti- 
fication, and, if the document had then 
been rectified, in its rectified form the hus- 
band would have had an advantage which, 
as things have turned out, and on the view 
of the learned judge and of this court, he 
does not now get, but that is assuming that 
the husband was withstanding the claim 
and that he was asserting that his only 
obligation was the net figure. On that basis 
an order for rectification would not have 
put him in a better, but in a worse, posi- 
tion.’’ (Whiteside v. Whiteside and Ors., 
[1949] 2 All E.R. 913.) 


DAMAGE BY CRICKET AND GOLF BALLS 


A taxi-cab driver lost his eye through a 
golf ball striking the windscreen of the cab 
which he was driving. He _ recovered 
damages under the head of nuisance to the 
highway. (Castle v. St. Augustine’s Links 


(Continued on page 443) 


Ltd. and Anor. (1922), 38 T.L.R. 15.) 

A lady was standing on the highway 
outside an oval when she was struck and 
injured by a cricket ball hit over the fence 
by a batsman. Having brought an action 
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for damages, she failed in nuisance but 
succeeded in negligence. (Stone v. Bolton 
and Ors., [1949] 2 All E.R. 851.) 

The action of nuisance is based on the 
maxim sic utere tuo ut alienum non laedas, 
i.e., a man should so use his property as not 
to cause inconvenience to his neighbour. 
It imports the idea of a continuing injury, 
such as noise or smoke constantly emanat- 
ing from a factory. In Castle’s Case there 
was evidence that the 13th hole was paral- 
lel to the road and balls frequently landed 
on or over the highway. In Stone’s Case, 
though balls: had been hit over the fence 
occasionally over a long span of years, 
there was no record of ‘‘any discomfort or 
interference’’ having been caused. 

Negligence is not a necessary ingredient 
of nuisance, as Salmond points out (Law 
of Torts, 10th edn., at p. 228): ‘‘it is an 
actionable nuisance at common law to run 
a locomotive engine which cannot by any 
skill in construction or care in management 
be prevented from discharging sparks.’’ 
Negligence has been described as ‘‘the 
omission to do something which a reason- 
able man, guided by those considerations 


TERMINATION OF 

A, B, and C were registered as joint 
tenants for an estate in fee simple of cer- 
tain land under the Real Property Act 
1862-1935 (Tas.). An instrument of trans- 
fer was entered into whereby A transferred 
to B her undivided interest in the land, 
and B transferred to A her undivided in- 
terest, the intended result being that the 
joint tenancy should be severed and that 
A, B, and C should be tenants in common 
in equal shares. Held, in the High Court, 
that on the registration of the memoran- 
dum of transfer the joint tenancy was 
severed and A, B, and C became tenants in 
common (Wright and Anor. v. Gibbons 
(1949), 78 C.L.R. 313). Latham, C.J., in 
the course of his judgment, made the fol- 
lowing statements in regard to joint ten- 
ancies: ‘‘It has always been the law that a 
joint tenancy may be severed and con- 
verted into a tenancy in common by an 
agreement.’’ (Prior to this decision there 
was no authority that some only of a num- 
ber of joint tenants could bring about a 
severance of a joint tenancy inter se. It 
was necessary for all the joint tenants to 
be parties to any such agreement.) ‘‘The 
interests of each joint tenant in the land 
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which ordinarily regulate the conduct of 
human affairs, would do, or doing some- 
thing which a prudent and reasonable man 
would not do’’ (per Alderson, B., in Blyth 
v. Birmingham Water Works Co. (1856), 
11 Ex., at p. 784). There must be’a duty 
of care owed by the defendant to the plain- 
tiff. In Stone’s Case, Singleton, J., was of 
opinion that the defendant club knew that 
there was a risk of balls being hit onto the 
road, involving danger to anyone on the 
road, and the duty clearly rested on them 
to take steps to prevent it, e.g. by raising 
the height of a hoarding on the ground. 

It may be noted that Castle brought his 
action against the proprietor of the links, 
a limited company, and another person, the 
golfer who hit the ball. Stone, in suing the 
cricket club, an unincorporated body, was 
conipelled to join all the members of the 
club. She did not, however, join the visit- 
ing player from another club who actually 
hit the ball, and this alone was considered 
by Singleton, J., to answer the claim in 
nuisance as pleaded—the act causing the 
damage was not performed by the defen- 
dants nor any agent of theirs. 


JOINT TENANCIES 


held are always the same in respeet of 


possession, interest, title and time... . If 
one joint tenant dies .. . he falls out and 
the interest of the surviving joint tenant 
or joint tenants is correspondingly en- 
larged.’’ With tenancy in common, on the 
other hand, the titles are several and on the 
death of any one of them, his share passes 
not to the survivor but to his heir or de- 
visee, and the latter becomes tenant in com- 
mon with the survivors. Where a joint 
tenant alienates his interest to a stranger, 
the joint tenancy is severed and the alienee 
becomes a tenant in common as to an un- 
divided share of the land. Suppose ‘‘there 
were three joint tenants, A, B, and C, and 
A transferred his interest to a stranger D, 
then D would own a one-third interest as 
tenant in common with B and C, and B 
and C would hold a two-thirds interest as 
between themselves as joint tenants. The 
survivor of B and C would take the whole 
of the two-thirds interest, but D would not 
either gain or lose by the survivorship of 
any person.’’ 


The position is the same both under 
Torrens and old systems titles. 
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EDITORIAL NOTE 

Deferred Interest on Hire-purchase Transactions 


























In the May 1950 issue of The Australian ° £17,000 for 1 quarter 
Accountant, model answers to questions ee lw x 
set at the October 1949 Advanced <Ac- 15,000 ,, ,, a 
counting II examination of the Common- meee. lw us 
wealth Institute of Accountants were pub- 13,000 ,, ,, a 
lished. 12,000 ” »” ” 

A reader has questioned the solution to ia «» « ei 
one of the questions, and has asked for 10,000 ,, ,, ” 
further explanation of how it is arrived 9,000 ,, ,, + 
at. 8,000 ,, ,, mi 

In the question it was stated that plant ye & 
and machinery had been purchased on GG00 .. » ee 
hire-purchase terms for £30,000, payable S000 . - 
£10,000 on signing of contract and the 4000 ,, ,, e 
balance by quarterly instalments of |. 
£1,000. The sale price of the goods if sold 2000 .. . a 
on ordinary monthly terms would have 2 

, been £27,375. Total deferred interest was — 1 
thus £30,000 less £27,375, i.e. £2,625. In Total: £153,000 ,, ,, » at 5% per 
the model solution (page 205), at the end annum = £1,912/10/-. 
of the first year, by which time £13,000 of Alternatively, the calculation might be 






the purchase price had been paid and made as under: 
£17,000 was still owing, the deferred in- Deferred interest already paid— 






® terest chargeable to the profit and loss £20,000 for 1 quarter 
account of the year was shown as £713 ae 4 + 
(to the nearest £), and the balance of 13000 . « 












£1,912 was carried forward. 
The calculations are: 
Total deferred interest still’ to be paid— 


OFFICE MACHINES—TYPES AND USES 
by 

J. G. WrLson 

PART I 


Total: £57,000 ,, ,, » at 5% per 
annum — £712/10/.-.. 
























The purpose of this series of articles is It has been defined as the recording of 

to give the student of bookkeeping and _ business transactions, but if we look into 

accounting a general knowledge of the it further we will find that every type of 

principal machines that may be applied accounting consists of either: 

to the various types of office work which (a) Original recording of information: 

he will meet in the course of his studies. nate 

In other words, these articles are an in- (b) Transcription ; 1. 

troduction to office machines, not a de- (c) Figuring — addition, subtraction, 
multiplication, and division; or 


tailed study of machine accounting. 
It may help us at this stage if we con- (d) A combination of two or more of 


sider just what is involved in accounting. these functions. 
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MACHINES USED FOR ORIGINAL RECORDING 


These machines, as their name suggests, 
are used for recording moneys received. A 
cash register, regardless of type, has an 
amount keyboard with a number of rows 
of keys which varies according to the 
capacity of the machine. For example, a 
machine recording up to £9/19/11 has 
four rows of keys—for units of pounds, 
tens of shillings, units of shillings and 
pence respectively. Im recording each 
transaction the amount is set up on the 
keyboard by pressing the appropriate 
keys. The machine is actuated by either: 

(a) The depression of the amount keys; 
or 
Depressing an electric motor power 
or control key. (In the ease of a 
manually operated machine, turn- 
ing the handle.) 

All cash registers are provided with 
what is referred to as “indication.” By 
this is meant that they show, in a panel 
on top of the machine, the amount that 
has been registered. This amount may be 


(b) 


sighted and checked by the customer, who 
therefore audits the transaction — or at 


least a proportion of the transactions. 
The object of this is to force the assistant 
to record the correct amount and so mini- 
mise or eliminate the possibility of the 
money being misappropriated. 

Every cash register accumulates an 
automatic locked total of the amounts 
registered, and this total is used to check 
the actual money handed over by the sales 
assistant. 

Some cash registers have a number of 
cash drawers and provide the same num- 
ber of separate totals, so that although 
they are used by several assistants they 
still provide a separate total with which 
each assistant’s cash is balanced. Some 
machines also provide a number of analy- 
sis totals so that, as well as recording 
transactions, the machine analyses ‘re- 
ceipts into a number of sales analysis 
headings. 

Many machines in department stores 
issue a ticket automatically as each trans- 
action is recorded. The ticket shows the 
details of the transaction, including the 
amount of money taken. The sales assist- 
ants are instructed to register before they 
wrap and to wrap the ticket with the 


and more 
against 


additional 
protection 


This is an 


goods. 
means of 


positive 
fraud. 

It is claimed by a maker of cash regis- 

ters that they provide: 

(a) Protection from fraud; 

(b) Information as to sales totals and 
analysis ; 

(ce) Service for the customer; 

(d) Convenience for both customer and 
vendor ; 

(e) Economy—achieved by saving time 
and money and enabling each 
assistant to serve a greater number 
of customers. 


Receipting Machines 

Some types of receipting machines are 
similar in their appearance and operation 
to cash registers. These machines record 
the amount received on the top of the cus- 
tomer’s statement and also on a slip which 
they cut off the top of the statement. 
These slips are then sorted and used for 
posting. The machine accumulates a total 
with which the amount of money banked 
must balance, and it also provides a num- 
ber of automatic analysis totals for the 
purpose of dissecting the revenue into 
various headings. 

A further development of the type of 
machine we have just mentioned gives the 
customer a receipt by printing the amount 
in a folder or on a slip which is retained 
by the customer—and at the same time it 
records the transaction on the customer’s 
ledger card. It may or may not extend a 
new balance owing, according to the con- 
struction of the machine. It also provides 
separate totals for various types of 
revenue. This type of equipment is used 
for recording instalment accounts, such as 
lay-by transactions in department stores 
and loan accounts in building societies. 


Ticket Issuing Machines 

These machines will issue one or more 
tickets on the depression of the appro- 
priate key and at the same time auto- 
matically record the number of tickets 
issued in each category, thus providing a 
check on the amount of money taken. 
They are used by such places as theatres, 
amusement centres, ete. There are also 
automatic ticket issuing machines which 
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Students’ Section—continued 

are operated by the customer and are used 
for jobs such as selling platform and other 
tickets on railway stations. 


Change Machines 


These machines are often used in con- 
junction with ticket machines to speed up 
the giving of change. They have a key for 
each denomination, and the depression of 
the appropriate keys passes change down 
a chute to a receptacle in front of the cus- 
tomer. The machines entirely eliminate 
the handling of change, with a very con- 
siderable speeding up of the process. 


Postal Franking Machines 

These machines make a mechanical pro- 
cess of franking letters with the amount 
of postage, instead of sticking on stamps. 
They are used under licence from the 
P.M.G.’s Department, so that from time to 
time the user pays over his cheque for a 
bulk amount of postage and the machine 
is then adjusted to deliver that amount of 
postage in various denominations accord- 
ing to the construction of the equipment. 

The machines provide protection from 
fraud in that there is no loose money or 
stamps to be handled. They speed up the 
process of dealing with mail and effect a 
very considerable saving in time by elim- 
inating the handling of stamps and the 
need for keeping a postage book. 


Time Recording Machines 

These are commonly used for the 
mechanical recording of employees’ time 
worked. There is usually an individual 
time card for each employee, who clocks 
on when he starts work and off when he 
stops. The time card is inserted in the 
clock by the employee and this actuates 
mechanism which records the time on the 
ecard. The cards are then used for com- 
piling the pay roll. In some cases, each 
employee, as well as clocking on when he 
starts work and off when he ceases, clocks 
on and off every job on which he works. 
The time cards are then used not only for 


Typewriters 

The ordinary typewriting machine will 
almost certainly be so familiar that it 
needs no introduction to the student, but 
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compiling the pay roll, but also for charg- 
ing the time to the various jobs concerned 
in the cost records. In some eases, time 
clocks are attached to individual machines 
and the operative clocks on and off for 
each job. The time records are then used 
for charging the time of the particular 
machine to the various jobs on which it 
has worked. 

Time recording mechanism can also be 
used to supervise the activities of people 
such as nightwatchmen and patrol men, 
who punch the clock every time they pass 
a particular point. This method is also 
used to supervise transport activity. The 
reader will no doubt have seen the tram 
driver “punch” the clock at a control 
point. In this way the activities of per- 
sonnel are supervised without any person 
being present. 


Dictating Machines 

These machines are used to record the 
spoken word on cylinders, from which the 
record may be played back at any subse- 
quent time. Their most common use is for 
dictating letters, but they may also be 
used for other purposes, such as issuing 
instructions to staff ete. A rather interest- 
ing use of this equipment is that some 
business executives keep a_ dictating 
machine in their homes so that they can 
attend to correspondence or issue instruc- 
tions at their convenience or whenever 
they get the idea of doing so. A stenog- 
rapher may be more usefully employed 
during the time when she would be 
taking dictation, and also the executive is 
enabled to do his dictating at the most 
convenient time without any inconveni- 
ence to his stenographer. 


Other Machines 


There are also machines used for 


original recording, such as date printing 
machines and numbering machines. How- 
ever, the purpose of these articles is an 
instructional one, and they are not neces- 
sarily intended to mention every item of 
equipment that has ever been invented or 
used. 





there are a number of special typewriters 

with which he will not be so familiar. 
Some otherwise ordinary typewriters 

are fitted with single case type—that is, 
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the type is in capitals only. These 
machines are used for work such as in- 
voicing, and the single case type elimi- 
nates the use of the shift key, thereby 
saving a lot’ of time and effort on the 
part of the operator. 


Front Feed Typewriters have a speci- 
ally fitted mechanism which enables 
several related records to be produced 
simultaneously. This feature will be re- 
ferred to again in the section dealing with 
accounting machines. 


Fanfold or Continuous Stationery Type- 
writers have special mechanism for hand- 
ling multi-copy documents in continuous 
form. The machines eliminate the inser- 
tion of individual sets of forms and facili- 
tate the removal of forms and the shifting 
of carbon from each completed set of 
forms to the next set. The carbon is 
movéd either mechanically or automatic- 
ally, and is not actually handled by the 
operator. 


Electric Typewriters are so constructed 
that the depression of each key completes 
an electric circuit and actuates the 
machine. They require less effort on the 
part of the operator, and are particularly 
suitable for work involving a number of 
carbon copies because the impact of the 
keys can be kept regulated accordingly. 
Electric typewriters are not used exten- 
sively in Australia at present, but are 
likely to be used in greater numbers in 
the future. 


Automatic Typewriters are also not 
used in any numbers, but they are an in- 
teresting development in that they enable 
a machine, once it has been set, to produce 
any number of original copies of a letter 
or document. They are especially suitable 
for work where it is desired to send the 
same communication to a number of insti- 
tutions in the form of an original letter 
for each one. 


Varietypers are special machines which 
are able to type in a number of different 
sizes. They are useful for filling in the 
headings of specially drawn forms or any 
work where a number of different sizes of 
printing is required. 
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Duplicating Machines 

These machines are used to reproduce a 
number of copies of texts and/or illustra- 
tions. In some cases the material is typed 
or drawn on a stencil, which then permits 
special ink to penetrate the stencil and so 
reproduce the material. Another method 
uses a special typewriter ribbon (or, in 
the case of illustrations or writing, a 
special pencil) which will reproduce itself 
a number of times. 

Duplicating machines are used exten- 
sively for reproducing material where a 
limited number of copies is required or a 
limited time is available for the job. 


Addressing Machines 

Addressing machines are used _ for 
repetitive addressing of such things as 
circulars, customers’ statements, and em- 
ployees’ time cards and pay envelopes. 
The information is recorded on individual 
stencils or plates which are filed in special 
drawers. The operation consists of feed- 
ing the plates or stencils through the 
machine together with the forms to. be 
addressed. 


Photographic Reproduction 


This medium is used for transcription 
by making a photographic record of the 
material. During the war, photographic 
reproduction was used to duplicate vital 
records as a protection against their de- 
struction through war damage. In the 
United States many department stores 
have customers’ accounts photographed 
before despatch instead of keeping a ecar- 
bon copy. 

Teleprinters 

Teleprinters are used for the instan- 
taneous transmission of information, such 
as market quotations, from one place to 
another. The information is typed by a 
sending machine and is automatically re- 
produced by a type printing machine in 
another location, the machines being con- 
nected by a land line similar to a tele- 
phone connection. 

Radioprinters 

These are similar to teleprinters, but 
require no land line, as the connection is 
made by radio. 








The Australian ‘Accountant 


November, 1950 


End Pages 


Angus Lancaster 


Rake’s Progress 

The High Court (Williams, J.) in Moss 
and anor. v. F.C. of T. (Estate Duty) 
(1947), 77 C.L.R. 184, has held that gifts 
of money by a deceased within the period 
of three years prior to date of death 
formed part of the dutiable estate within 
the meaning of s. 8 (4) of the Estate Duty 
Assessment Act only to the extent to which 
the gifts could be traced as money or could 
be traced into other assets and identified 
and valued at the date of death. 

The following extract from the judg- 
ment, at p. 188, explains the position: 

‘**It is clear that a sum of money spent 
by the deceased within three years before 
his death does not form part of his actual 
estate, and there is no logical reason that 
I can see why a similar sum given by the 
deceased but spent by the donee within the 
same period should form part of his 
notional estate. In my opinion, a gift of 
property consisting of money must, like 
any other kind of property, be capable 
of being identified in its original or some 
derivative form at the date of death before 
it ean be included in the notional estate, 
and must be valued in the form in which 
it exists at that date.’’ 

The Commissioner is now applying the 
decision with good effect during the 
present inflationary period. 

It is clear that a successful donee might 
substantially increase the notional duti- 
able estate of his benefactor. It is not 
clear how far the decision goes where the 
increase in value is due to successful trad- 
ing with the gift or assets represented by 
it, for example, successfully speculating 
on the Stock Exchange. Some part of the 
increase should be attributed to the 
donee’s personal effort. 

The ordinary case is simple enough. 
Shares may have been bought with the 


gift money and at date of the donor’s 
death the value of shares may be higher 
or lower. 

It would appear that where the amount 
of the gift is substantial and the donor’s 
expectation of life is not promising, some- 
thing can be done to save death duties by 
careful appropriation and spending of the 
right kind of money. The following pas- 
sage from the judgment, however, indi- 
cates that the road of avoidance is not as 
broad as it looks. 

‘‘But there is a dispute whether the 
sums paid as interest on the mortgages, as 
instalments of the conditional purchase 
moneys so far as they represented interest, 
and the premiums on the policy of insur- 
ance should be included. In my opinion, 
all these sums should be included. If the 
interest on the mortgages had not been 
paid, the debt for interest would have been 
added to the debt secured upon the station 
lands and to that extent the value of the 
equity of redemption would have been re- 
duced. The payments of interest are, 
therefore, reflected in the value of the 
equity of redemption at the date of death. 
In the same way the payment of interest 
on the conditional purchases is reflected in 
their value at the date of death’’ (at 
pp. 186-187). 

It would seem that the only way a donee 
can protect his benefactor’s estate is to 
spend the gift as speedily as possible 
so that no trace of it is left on the bene- 
factor’s death. 

Henceforth, the motto of donees 
be: 


must 


Spend and appropriate 
But do not accumulate. 

Readers will be pleased to know that the 
Gambling and Vice Promotion Society has 
ordered two million copies of this note at a 
royalty of 6d. a copy. 








